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President’s Message: A pure value investment

Dear Unitholder,

The 2003 year marks yet another significant stage in the evolution of Canadian Oil Sands Trust. We further
increased our interest in the Syncrude joint venture, making us the largest owner with a one-third interest
in this world-class asset. Over the past three years, our Syncrude interest has increased from 11.74%

to a current 35.49%.

And while Canadian Qil Sands has grown, we remain a pure value investment. We are exclusively an oil
sands investment, providing the only undiluted opportunity to invest in Syncrude. We are a pure play
on a premium quality, synthetic light crude oil. Our reserves are well defined with a production life of
at least 35 years and potentially more than 0. Qur growth profile is clear, deliverable and dramatic,
projecting an approximate 50% increase over current praduction in two years. From this solid platform,
we offer investors the unique opportunity to benefit from the expanding development of Canada’s immense

oil sands.

Underpinning the investment value of Canadian Oil Sands Trust is our Syncrude Project. Syncrude is one

of the pioneers in oil sands development, celebrating its 25th year of operations in 2003.

OPERATIONAL RELIABILITY AT SYNCRUDE Oil sands production is very different from conventional

crude oil production. While oil sands development has no risk in terms of finding feserves, the process

of mining, extracting and upgrading this oil resource, known as bitumen, is a complex and highly technicat

manufacturing operation with higher operating cost risks than conventional oil production.

Canadian Oil Sands Trust Annual Report 2003




° How is the Syncrude joint venture (*}V”) managed? Have things changed now that Canadian Oil ]
o | Sands Trust is the largest owner?

The increase in our ownership has not changed how the {V is managed. Syncrude Canada Ltd.
operates the project on behalf of the 7 participants. A CEO Committee governs the strategic
direction and a Management Committee oversees stewardship of the assets and expansions.
Decisions regarding major expansians generally require unanimity while other approvals require
a majority. Both committees are comprised of key decision makers from each JV owner, and

are chaired by Canadian Oil Sands Trust. J

In 2003, Syncrude experienced the unusual event of having two coker maintenance turnarounds in a single
year — one of which was unscheduled. Cokers are the primary upgrading units used in the conversion
of bitumen into synthetic oil. Maintenance performed on these units has the greatest impact on production
because it takes the longest to perform. This double coker turnaround year, together with repairs to new
equipment at the Aurora mine, reduced anticipated production by about 10% in 2003. Annual production

for 2003 totatled 77 million barrels gross to Syncrude, or about 25 million barrels net to the Trust.

The lower than budgeted production volumes, together with additional maintenance costs, resulted in a
per barrel of production operating cost of $21.12 in 2003. While per unit operating costs increased in 2003,

relatively high crude oil prices during the year helped to preserve a healthy margin of $16.62 per barrel.

One of the ways Syncrude works to improve operational reliability is by continually evaluating third party
benchmarking studies. These studies provide data collected from operations throughout North America.
Syncrude aims to match the best in class in terms of maintenance practices. By continually improving

and refining our procedures, we should realize optimal run cycles for each unit.

We anticipate improved performance for 2004 with Syncrude production forecast to range between 82
and 87 million barrels, or 29 to 31 million barrels net to the Trust — up about 23% from our actual 2003
production. As is our practice, we will keep our Unitholders informed throughout the year on our
performance and any changes anticipated in the key variables that affect our results. One example of
this practice is the Web site reporting of monthly Syncrude Sweet Blend shipments, which was initiated

in mid 2003.
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A $100 investment in
Canadian Oil Sands Trust
at its inception was worth
$584 at the end of 2003
with reinvestment of all
distributions. We have
delivered an exceptional
average annual return .

to our investors of 23%
since 1996.
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Q N Will Canadian Oil Sands increase its interest in Syncrude further?

Canadian Oil Sands is the buyer of choice for any future sale of Syncrude interests given
our knowledge of the asset and our competitive access to capital. We would consider
acquiring additional Syncrude interests, as well as other oil sands related opportunities,
provided the economics were right.

SYNCRUDE APPOINTS NEW CEO Syncrude benefits greatly from its ability to access the expertise and
technology of its joint venture owners — some of the best operators in the industry. These owners provide
valuable stewardship of the base operations and the construction of Stage 3. Late in 2003, Imperial’s
key executive responsible for its own oil sands division succeeded Mr. Eric Newell as CEO of Syncrude.
Mr. Charles Ruigrok has 22 years of experience with Imperial and has been a member of Syncrude’s
Management Committee for 3 years. He has a solid understanding of the operations and | believe he is

exceptionally qualified to tackle this demanding role.

Mr. Newell spent 15 of his 18 years at Syncrude as the CEQ, leading the project through several successful
eras of change and growth while being the oil sands industry’s strongest ambassador. On behalf of the

Trust, | wish Eric and his family the very best in his well earned retirement.

In conjunction with Mr. Newell’s retirement, | was appointed Chairman of the Board of Directors of Syncrude
Canada Ltd. [n this new capacity, t plan to continue working with the joint venture owners to further
capitalize on their unique contributions. | would like to thank our joint venture owners for their dedication

and commitment to Syncrude as we look forward to the next exciting stage in the project’s growth.

STAGE 3 COSTS AND SCHEDULE REVISED Following a thorough review of the status of Stage 3 by
Syncrude, supported by key people dedicated from the joint venture owners and other experts worldwide,
we recently announced the completion of Stage 3 has been extended to mid 2006 and that the capital
cost has increased to an estimated $7.8 billion, or $2.8 billion net to the Trust. Although we are very
disappointed by this news, the benefits of the expansion — production growth, reduced operating costs
and improved product quality — remain intact, preserving adequate long-term economics for Canadian

0il Sands. -
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Q o | What s the outlook for distributions when the Stage 3 expansion is completed?

We appreciate that growth and expansion should translate into distribution increases for

our Unitholders. And that is a key objective. But along with that consideration, management
must also strengthen the Trust’s financial position to enable the Trust to continue investing in
growth opportunities that will further enhance its underlying value. We must therefore place our
top priority on paying down the debt incurred to finance the Stage 3 expansion with an objective
to reduce the debt to total capitalization ratio to a range of 30% to 35%. Along with the balance
between raising distributions and maintaining a solid financia! position, we also aim to assure
that any increased level of distributions can be maintained for the long term. J

Going forward, Syncrude is rearganizing the project management team to help ensure the successful
completion of the project. Efforts are focused on the upgrader expansion (“UE-1"}, with the mining and
extraction part of the expansion (“Aurora 2”) having been completed virtually on time and on budget

in the fall of 2003.

I’'m proud Syncrude is maintaining a first rate safety record that is world class and second to none in
Alberta during the Stage 3 construction. Syncrude’s safety performance is a cornerstone of its operations
and part of Syncrude’s reputation as a socially responsible company, which also is based on its commitment

to the environment.

In 2003, Syncrude took another step in its long term strategy of environmenta! responsibility by announcing
plans to invest an additional $400 million to reduce SO, emissions, which should ultimately cut emissions
per barrel by about 60% from 2003 levels. Syncrude also expects a significant decline in its CO, emissions,
and is focused on efforts to reduce these greenhouse gases, independent of the federal government’s
proposal related to the Kyoto Protocol. In fact, Syncrude expects to reduce its CO, emissions by about
25% per barrel from 1990 to 2008. More information on Syncrude’s environmental and community initiatives

are provided in Syncrude’s “Sustainability Report,” which is available through the Trust or Syncrude.

FOCUSED ON PRUDENT FINANCIAL MANAGEMENT The value of the Syncrude asset is certainly what
attracts most investors to Canadian Oil Sands Trust, However, | believe it is the Trust’s ability to steward

the fiscal aspects of this asset ownership that will help realize the long-term value for our Unitholders.

Your Trust is managed by a small and very experienced team committed to prudent financial management.

| am pleased to welcome Allen Hagerman, F.C.A. to this team, who joined as Chief Financial Officer in

Canadian Oil Sands Trust Annual Report 2003




2003. Allen has more than 25 years of experience in the financial management of energy companies,
both in the mining business and the trust sector. Early in 2004, he also was elected Chairman of the

Syncrude Audit and Pension Committee.
Canadian 0il Sands remains committed to the following main objectives:

¢ optimizing Unitholder value by preserving an investment grade credit rating, sustaining stable distributions
and accessing equity financing only as required for acquisitions or to potentially fund Stage 3 capital

expenditures;
¢ exploring further accretive acquisition opportunities of oil sands assets;
* maintaining one of the lowest overhead cost structures in the sector; and

* increasing our influence among Syncrude’s owners to help provide direction to Syncrude on improving

its operating reliability and costs.

We aim to maintain steady distribution levels so as to provide Unitholders with a predictable income
stream while allowing us to reinvest a portion of the cash flow into the Stage 3 expansion. Our premium
distribution, distribution reinvestment and optional unit purchase plan (“DRIP”) allows Unitholders to
reinvest their distributions, providing a distinct benefit to them while contributing a very cost-efficient

source of equity financing for the expansion.

At the end of 2003, our net debt totalled about $1.4 billion, representing about 40% of total book
capitalization. During 2004, we expect our net debt to total book capitalization will rise 5 to 10%, peaking
in 2005. Our focus over this time will be to maintain our investment grade credit ratings by managing

equity capitalization.

In 2003, the Canadian Oil Sands team demonstrated its ability to grow the Trust by prudently financing
Stage 3, and by successfully acquiring EnCana Corporation’s 13.75% Syncrude interest in a transparent,
competitive process. Furthermore, we financed the acquisition through a combination of debt and equity
that maintained our strong capitat structure. In raising a total of $1.5 billion in equity and debt, we
demonstrated the depth of investor support for our units as well as the market’s acknowledgment of

the acquisition’s value to our Unitholders.

The impact of this acquisition, together with strong crude oil prices, maintained our solid financial position
as we enter 2004, supporting our ability to continue providing distributions while funding our share of

the Stage 3 expansion.

President’s Message




2004 OFFERS SOLID OUTLOOK We are entering a very exciting period as we move through 2004. Our
Stage 3 project is progressing, our base operations are performing well and crude oil prices remain robust.
We are forecasting crude oil prices to average US$27 per barrel through 2004, which | believe is a
conservative outlook, framed by strengthening economies in key consuming nations, continued tensions

in the Middle East, and OPEC’s resolve to maintain strong world crude prices.

To reduce the risk of cash flow volatility, we have hedged 39,000 barrels per day, or approximately 46%,
of our 2004 production, which completes our program for this year. Using a year-end exchange rate of
US$0.77, the total weighted average price for our 2004 hedge position is about US$26.59 per barrel.
Our hedging activity is consistent with the financing plan we established for Stage 3. As our funding
‘ requirements diminish and our balance sheet strengthens following Stage 3, we intend to substantially
reduce crude oil hedging activity. Longer term, we seek to provide investors with the opportunity to

participate more fully in the price of crude oil.

A UNIQUE ENERGY INVESTMENT The trust sector has experienced phenomenal growth over the past
year. nvestors have been attracted to a structure that supports growth and tax-efficient cash distributions
in a low interest rate environment. Furthermore, strong commodity prices and growing U.S. and institutional
interest have fueled rising values in the trust sector. As a result, many believe valuations have reached

peak levels that may be unsustainable.

I believe Canadian Oil Sands Trust remains a unique energy investment in this environment. A solid asset
base of a 35 year reserve life of light oil production growing in quality and value, combined with a relatively
low payout of distributions to support our continued growth are unigue factors that differentiate us from

our peers.

Our goal is to remain a relatively low risk investment with stable, growing distributions. We seek to grow
internally and through acquisitions while remaining focused exclusively on oil sands. Qur success in
achieving this strategy will continue to depend on the guidance provided by our Board of Directors, the
hard work of the Canadian Oil Sands team, and the confidence of our Unitholders. I'm thankful for this

support and look forward to a rewarding future.

Marcel R. Coutu

President and Chief Executive Officer
February 23, 2004

Canadian Oil Sands Trust Annual Report 2003
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recoverable oil sands

e

deposits of 315 billion
barrels offer North
America a secure,
reliable and abundant

source of energy.

Canada, with its vast
oil sands deposits,
represents about 15%
of world crude oit
reserves, second only
to Saudi Arabia.

—& 1964

Qil Sands: A Giant Long-Term Resource

—8 1967

Sand
Water
Bitumen

{;—H 1978

_

Bitumen from oil sands deposits

can be recovered in two primary
ways. Deposits close to the
surface can be surface-mined while
deeper deposits require “in-situ”
methods, primarily horizontal
drilling combined with steam
injection. Mining technology
recovers more than 9o% of the
bitumen compared to 25 to 75%
for in-situ methods. Mining
operations also tend to have more
stable operating costs because
they consume much less natural
gas than in-situ, which needs the
natural gas to create the steam.

—8 1990

Syncrude consartium was
formed with the mandate
to research the economic

and technical feasibility of

mining oil from the

Athabasca oil sands.

Commercial oil sands
production begins with
surface mining at the Great
Canadian Oil Sands project

(now Suncor Energy Inc.).

Syncrude project
officially opens and

begins production.

introduction of
steam-assisted gravity

drainage technology

for in-situ recovery.
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Aswin Patel, P.Eng What are oil sands?

Manager, Operations

Oil sands are a mixture of bitumen, water, sand and ciay. Bitumen is a
highly viscous or thick form of crude oil. The high viscosity means that
the material cannot flow in a pipeline without being treated or neated.
Canada has the largest resource of bitumen with deposits located

mainly in three areas of Alberta — Athabasca, Peace River and Cold Lake.

ﬁ_@ The oil sands in Canada are an enormous source

of crude oil offering long-life reserves and non-declining
production, a significant advantage over conventional
crude oil sources. Oil sands reserves are on or near the
surface, which means they can be more readily and

accurately quantified than conventional oil, resulting in

nominal exploration costs. Technology to develop this
; resource is continually evolving, making it increasingly

economic and environmentally sustainable. Oil sands

Government of Alberta reduces the royalty payable
until after the recovery of all project costs and a
return allowance.

It is estimated that $30 billion will be invested in
0il sands development by some of the world’s largest
energy producers over the next 10 years. And during that
time, Alberta’s oil sands reserves are anticipated to
become Canada’s primary source of crude oil, offsetting

the rapidly declining conventional oil supply.

projects benefit from a supportive fiscal regime. To
recognize the large scale, up-front capitat investment

required and the long-term payout of projects, the

Canada’s estimated barrels of recoverable o¢il

|
—# 1996 L—@ 1998 Fﬁ 2003 ——Fj 2008
l 3 ,
Syncrude introduces truck and ‘ Total o sands production ‘ The Energy Information Ot sands production at
shovel and hydrotransport E for the industry averages Agency in the U.S. about 1.4 million barrels per
technology to its mining ] 590,000 barrels per day. recognizes Canada's oit day is expected to exceed
operations, which helps ! Syncrude produces its one sands, acknowledging the conventional production
reduce operating costs and ‘ billionth barrel. ! viability of this source of in Canada.
is subsequently adopted by ’ crude oil to North America.
other mining sperations.
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Syncrude owns the [’ Syncrude’s Aurora leases
{argest mineable | contain aricher ore body

leaseholdings in Canada; with less overburden,
its total resource is and as production from
estimated at 9 billion this area grows,

barrels of which 3 billion operating costs are

are proved. expected to decline.

Syncrude is the largest oil
sands facility in the world and
operates 24 hours a day, 365
days a year. Syncrude surface
mines the oil sand, extracts the
raw oil known as bitumen and
upgrades it by fluid coking,
hydroprocessing, hydrotreating
and reblending into a sweet
light crude oil.
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Charles Ruigrok
Chief Executive Officer
Syncrude Canada Ltd.

How is Stage 3 expected to lead to lower operating costs?

] ) ) | . e
tim Carter First, economies of scale. The dramatic increase in volumes
“President & Chief Operating Officer

Syncrude Canada Ltd.

shoutd result in lower per bairel costs. Second, lower cost bitumen
production from the Aurora mine is set to grow. Combined with the
expanded use of cost-saving technologies, the total impact could
be a cut in operating costs of $2 to $3 per barrel.

r————— 1] Amassive expansion project is underway at Syncrude. The first component of Stage 3, a second mining

Stage 3 is designed to boost production by about 50% train at Aurora, was completed in October 2003 -

toan annuat output of approximately 128 million barrels generally on schedule and on budget —and expands

(45 million barrels net to Canadian Qil Sands Trust). The
entire output will be upgraded to an even higher quality
light, sweet oil, which should further enhance its value

and marketability. Syncrude is estimating that this new

bitumen supply from Syncrude’s best orebody. Con-
struction of a third fluid coker and ancillary equipment
is the major investment of Stage 3. The new coker’s

capacity will be about 20% larger than that of the

blend, called Syncrude Sweet Premium, should receive existing 2 cokers, enabling processing of incremental

a better price than its current blend. volumes at a relatively lower cost, and it includes a flue
gas scrubber, which essentially eliminates sulphur

dioxide emissions.

Syncrude Performance
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Canadian Qil Sands

Trust is the largest
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owner of Syncrude

with a 35.49% interest.

Six other energy

companies comprise
the remaining Syncrude

‘ joint venture.

Receives production based on
a 35.49% working interest
and gross overriding royalty.

Other joint Venture Partners

Canadian Oil Sands Trust is

&2 Structured as a trust, a tax-efficient
o ' model designed to enhance returns
to Unitholders.

/ Canadian 'C-)‘ilSan:ds'; g
{_ Limited (COSL).and" "
% Commiercial Trust (@3]

NI T

N

A more detailed diagram of
the Trust’s structure is
available on its website at
www.cos-trust.com

COSL and CT royalty,
distribution and interest
payments are such that

Unitholders

COSL and CT are nat currently ﬂ
taxable. As a result, the Trust e
. T T -
has more cash available for ST e

T . o~
distribution than if it were a \J £
taxable corporate entity.

A portion of the distributions is
considered tax-deferred return
while the remainder is taxable

in that year.

L Canédian Oll Sands
\\ T Trustll

Canadian Oil Sands
has provided a
strong return to our
Unitholders since
inception. The unit
price increased to
$45.69 from $10
per Trust unit at the
initial public offering
and distributions
totalled $14.66 per
Trust unit at the end
of 2003.
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Allen Hagerman, F.CA.
Chief Financial Officer

I Why are your distributions low compared to other trusts?

We're financing growth to increase our vaiue and that growth is funded
by the same pool of cash available for distributions. Once Stage 3

is complete and production increases, we anticipate being able to
sustain some increase in distributions while also financing our growth
mandate and strengthening our balance sheet by reducing debt.

s
|
|
!

——{] Canadian Oil Sands Trust is a pure investment in the

oil sands and the Syncrude project. Unique among other
energy investments, our established reserve life is more
than 3 times that of the average conventional energy
trust. Production is set to grow significantly — both in
the short term and well into the future — compared to
the declining production typical of the energy sector.
And we are augmenting our internal growth through
acquisitions of additional oil sands assets.

Prudent financial management enables Canadian
0il Sands to manage its growth over the long term. Qur

Unitholders benefit from a stable distribution and the

An Outstanding Return

$C

$50

$40

$30

$20

$10

1995 1996 1997 1998

opportunity to participate in the potential future growth
in value of the Syncrude project.

A premium distribution, distribution reinvestment
and optional unit purchase plan (DRIP) allows
Unitholders to further leverage their investment in the
Trust, providing them with the option to reinvest their
distribution to receive new units at a 5% discount to the
average market price, or for Canadian investors, up to
an extra 2% cash of the otherwise declared distribution.
Complete details are available from investor relations

or the Trust’s Web site at www.cos-trust.com.

Unit Price
$45-69

Cumulative
Distributions
$14.66 per Trust unit

1999 2000 2001 2002 2003

-Data prior to 2001 merger represent Athabasca Qil Sands Trust, the surviving entity.
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MANAGEMENT’S
DISCUSSION
AND ANALYSIS

BUSINESS DESCRIPTION
Canadian Oil Sands Trust is an open-ended investment trust that generates income from its
35.49 per cent working interest in the Syncrude Joint Venture (Syncrude). The Trust holds the largest

interest in Syncrude and is the only public instrument invested solely in the Syncrude asset.

Syncrude is operated and administered by Syncrude Canada Ltd. on behalf of seven joint venture
owners. Located near Fort McMurray, Alberta, Syncrude operates large oil sands mines, electrical
power utility plants, bitumen extraction plants and an upgrading complex that processes bitumen
into a light sweet crude oil. Syncrude’s trademark product is a high quality, light, sweet synthetic
blend, referred to as “Syncrude Sweet Blend” (SSB)™, which has an average gravity of about
32° APl'and approximately 0.2 per cent sulphur content. Each joint venture owner receives its
share of SSB production in kind and is responsible for its own marketing activities. Syncrude

has been in continuous operation for 25 years.

EXECUTIVE OVERVIEW

Our working interests in Syncrude are held through two operating subsidiaries: Canadian Oit
Sands Limited (COSY) and Canadian Oil Sands Commercial Trust (CT). The only business of these
operating subsidiaries is to manage the aggregate 35.49 per cent interest in Syncrude and, in
the case of COSL, to manage the Trust on behalf of its Unitholders. Officers of COSL contribute
to the governance of Syncrude operations and expansion plans through key roles on the Board
and committees of Syncrude. In particular, officers of COSL chair the Audit and Pension Committee
and CEO Committees as well as Syncrude Canada Ltd.’s Board of Directors. The Syncrude joint
venture owners committee, known as the Management Committee, is also chaired by the

President and Chief Executive Officer of Canadian Oil Sands.

The operating subsidiaries are responsible for financing their share of Syncrude’s operations
and their own administrative costs. Sources of financing include funds generated from operations

from the sale of SSB production, and as required, debt and equity financing.

Funds generated from operations are highly dependent on net selling prices received for the
SSB product, production volumes, and operating costs to produce SSB. We have contracted
out the marketing of our share of Syncrude volumes to EnCana Corporation {(EnCana), which
markets these volumes to refineries in Canada and the U.S. for a fee. The prices we receive for
our SSB product correlate closely to U.S. West Texas Intermediate (WT) oil prices and are also
impacted by movements in U.S.-Canadian foreign exchange rates. Crude oil prices can be volatile,
reflecting world events and supply and demand fundamentals. During the past three years,

WT! prices have fluctuated from a high of US$37.83 per barrel to a low of US$17.45 per barrel.

Management’s Discussion and Analysis

21




MARKET CAPITALIZATION AND Production volumes reflect the capacity of the Syncrude facility and reliability of operations.
ENTERPRISE VALUE

The acquisition of the additional Syncrude
interests, combined with Stage 3 financing, reliable source of bitumen for the production of SSB. However, the process of mining, extracting

resulted in significant growth in market

A proved reserve life estimated at 35 years, based on current praduction rates, provides a secure,

and upgrading bitumen is a highly technical and complex manufacturing operation that requires
capitalization and enterprise value for

the Trust in 2003, making us the largest regular maintenance of the various operating units, which can affect preduction volumes, and
energy trust in Canada. consequently, net revenues. Production volumes have the greatest impact on per barrel operating

At December 31 5-4 costs as a large proportion of the costs are fixed. The most significant variable cost is natural
e aptataton @ bittions) gas which is used in the production process; therefore, operating costs are also sensitive to

40 changes in natural gas prices. o
2.5 2.6

- ) In addition to funding ongoing operations, funds generated from operations are used to pay

. 22 22 distributions to our Unitholders and to partially fund our share of Syncrude’s expansion projects.
5 8 g The Trust makes distributions to its Unitholders through the trust royalties, distributions and

interest payments it receives from the operating subsidiaries.

Syncrude is currently in the midst of the largest expansion project in its history, known as Stage 3.
The expansion, combined with current reliability initiatives, is designed to increase annual
Syncrude production to 128 million barrels, reduce per barrel operating costs and enhance the
product quality of SSB. As of March 4, 2004, Stage 3 is scheduled for completion in 2006 and
the total project cost is estimated at $7.8 billion, or $2.8 billion net to the Trust.

In addition to internal growth through the Stage 3 expansion, we have grown through acquisitions.
In 2003, we acquired an additional 13.75 per cent interést in Syncrude from EnCana in two
separate transactions. The total purchase price of $1.5 billion was financed through the issuance
of additional equity and debt. These acquisitions contributed to growth in our enterprise value,
calculated as market capitalization plus net debt. At December 31, 2003, based on the closing
market price of $45.69 per Trust unit, our market capitalization and enterprise value was
approximately $4.0 billion and $5.4 billion, respectively, up from $2.2 billion and $2.6 billion,

respectively, at December 31, 2002, based on a closing Trust unit price of $38.05.

* We intend to continue exploring further accretive acquisition opportunities of oil sands assets
to augment Syncrude’s internal growth plans. We also seek to optimize long-term Unitholder
value through stable and increasing distributions. Distributions will continue to depend on crude
oil prices and volumes, financing requirements for the Stage 3 capital program and our objective

of maintaining an investment grade credit rating.

More information regarding Canadian Qil Sands, including our Annual Information Form, is

available on SEDAR at www.sedar.com.
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NET REVENUES

Production revenue was higher in 2003 due
to the increase in our Syncrude working
ownership interest, partially offset by lower
Syncrude volumes and realized selling prices.

932
($ millions)
663 715

SELECTED ANNUAL FINANCIAL INFORMATION

(% millions, except per Trust unit amounts) 2003 2002 2001
Net revenues 932 715 663
Net income 308 270 146
Net income per Trust unit, Basic and Diluted 3.87 4.72 2.58
Total assets 4,260 1,850 1,589
Total long-term financial liabilities 1,875 693 692
Unitholder distributions per Trust unit 2.00 2.00 2.75
Funds from operations 273 326 227
Funds from operations per Trust unit 3.43 5.71 4.00

1 Includes other liabilities, long-term debt, future reclamation and site restoration costs, deferred currency hedging gains,
and future income taxes.

As aresult of having acquired from EnCana a 10 per cent Syncrude working interest in February

2003 and another 3.75 per cent working interest in fuly 2003, our 2003 operating results reflect

an average working interest ownership in Syncrude of 31.92 per cent, compared with 21.74 per

cent in 2002 and 2001.

Net revenues increased 30 per cent in 2003 over 2002, reflecting the increased working interest
offset by lower Syncrude production volumes in 2003 as a result of an unplanned coker
turnaround during the year, which had a negative impact on both sales and operating costs.
The net realized sales price was similar in both years with a stronger Canadian dollar and crude
oil hedging losses offsetting higher average WTI prices in 2003.

The increase in net revenues in 2003 was more than offset by higher operating, non-production,
royalty and interest expenses. Higher operating costs in 2003 were attributable to the coker
turnarounds and higher energy costs compared with 2002. Significantly lower U.5.-Canadian
dollar exchange rates in 2003 resulted in higher foreign exchange gains on our U.S. dollar
denominated debt compared with 2002. These gains contributed to the increase in net income
in 2003 from 2002 as they offset the reduction in revenues resulting from the higher Canadian
dollar. While net income was higher in 2003 than in 2002, the operational difficulties combined
with an increased number of Trust units outstanding in 2003, resulted in lower net income per
Trust unit. Funds from operations were lower in 2003 compared to 2002 primarily as a result
of the increase in operating costs, non-production costs, interest expense and income and Large

Corporations tax expense, offset partially by the increase in net revenues.

In 2002, higher average realized selling prices, increased sales volumes, lower aperating costs,
and lower Crown royalties expense offset somewhat by a higher interest expense resulted in
increased net revenues, net income and funds from operations compared with 2001. Crude oil
prices strengthened from 2001 to 2003, with the WTI prices per barrel averaging US$25.92,
US$26.15, and US$31.04 in 2001, 2002 and 2003, respectively. Syncrude realized record annual
production volumes in 2002, which increased revenues and decreased operating costs per barret

to the Trust, compared with 2001.

=
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NET INCOME
Net income increased in 2003 as a resuit
of a higher Syncrude working interest

ownership.
308
270 {$ millions)
146
- o o

Total assets grew significantly in 2003 compared with the two prior years, with the most significant
rise relating to the increase in capitat assets. Capital assets increased by approximately
$1.9 billion as a-result of acquiring a 13.75 per cent working interest in 2003, and by another

$0.8 billion for our share of Syncrude Stage 3 capital expenditures.

The increase in long-term financial liabilities is mainly attributable to the increases in long-term
debt and the future income tax liability, which were $1.4 billion and $0.3 billion, respectively,
at the end of 2003. Included in long-term debt is approximately $0.5 billion of debt assumed
in 2003 to finance the $1.5 billion purchase of the 13.75 working interest from EnCana, and

another $0.4 billion to fund our share of the Stage 3 capital program.

Annual Unitholder distributions remained stable at $2 per Trust unit in 2003. For the fourth
quarter of 2001, as part of our financing strategy to maintain credit strength and financial capacity
to fund our share of Syncrude’s expansion program, we reduced quarterly distributions to $0.50

per Trust unit from the previous $o.75 per Trust unit.

SUMMARY OF QUARTERLY RESULTS

(% millions, except per Trust unit amounts) 2003

Q Q2 Q3 Qq4 Annual
Net revenues 176.4 232.9 300.4 222.4 932.1
Net income ) 833 63.2 105.2 56.2 307.9
Net income per Trust unit,

Basic and Diluted 1.27 0.79 1.22 0.65 3.87
Funds from operations 51.6 56.3 120.3 44.7 2729
Funds from operations

per Trust unit 0.79 0.71 1.39 0.51 3.43

) 2002
Q Q2 Q3 Q4 Annual
Net revenues 156.7 136.4 218.4 203.8 715.3
Net income 50.0 36.8 88.5 94.6 269.9
Net income per Trust unit, ’ )

Basic and Diluted 0.88 0.65 1.54 1.64 4.72
Funds from operations 64.3 18.0 132.2 111.9 326.4
Funds from operations

per Trust unit 1.13 0.32 2.3 1.94 5.71

In the first half of the year, the Trust realized higher per barrel selling prices in 2003 than 2002
as a result of higher crude oil prices, offset slightly by increased crude oil hedging losses. Total
sales volumes increased in the first half of 2003 as a result of the 10 per cent working interest
acquisition in February 2003, which combined with a higher selling price, resulted in higher

net revenues in the first two quarters of 2003 compared to the same periods in 2002.

In the second half of 2003, the Trust’s realized selling prices were lower than the comparable
period in 2002 due to a much stronger Canadian dollar relative to the U.S. dollar and. higher
crude oil hedging tosses, which reflected higher WT prices and a larger hedge position in 2003
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NETBACK PER BARREL

2003 netback declined as a result of a lower
realized sefling price, after hedging, and
higher operating expenses.

21.95
16.01 "16.62
%)

compared with 2002, However, sales volumes were higher in the last six months of 2003
compared with the same period in 2002 as a result of having the additional 13.75 per cent working
interest. The increased sales volumes, partially offset by the lower realized selling price, resulted

in higher net revenues in the last half of 2003 compared with the same period in 2002.

Net income in the first half of 2003 exceeded net income of the comparable period in 2002 as
aresult of a higher working interest ownership and higher per barrel realized selling prices. Net
income in the last half of 2003 was lower than the same period in 2002 despite a larger warking
interest. Excluding foreign exchange gains and future income tax, netincome was significantly
tower, reflecting the lower Syncrude production volumes as a result of the 37-day coker

turnaround in October, lower realized Canadian dollar selling prices, and higher operating costs.

Significant variances in financial results between 2003 and 2002 are explained further in the
following sections of this MD&A.

REVIEW OF CONSOLIDATED RESULTS

Our 2003 financial results reftect our increased ownership in Syncrude, which averaged 31.92
per cent throughout the year, compared to 21.74 per cent in 2002. The Trust reported higher
net income in 2003 compared to the prior year as a result of the increased working interest.
Net income before foreign exchange and future income tax, which in management’s opinion
more accurately reflects the Trust’s operating performance, was $159 million, a decrease of
$107 million from the prior year. Higher operating costs, interest expense, and depreciation
and depletion expense partially offset by an increase in net revenues accounts for the majority

of the decrease in net income before foreign exchange and future income tax in 2003 compared

to 2002.
($ millions) 2003 2002 $ Change % Change
Net income per GAAP 307.9 269.9 38.0 14
Deduct:

Foreign exchange gain on

long-term debt (147.2) 6.1 (143.1) 3,490

Future income tax recovery 2.2) - (2.2) 100
Net income before foreign exchange

and future income taxes 158.5 265.8 (107.3) (40}

* The earnings reflected in the above table are a non-GAAP measurement, and therefore, are unlikely to be comparable to
similar measures presented by other companies or trusts.

Netback
($ per barrel) 2003 2002 $ Change % Change
Averaged realized selling price,
after hedging 38.23 39.35 (1.12) 3)
Operating costs " (21.12) (16.99) (4.13) 24
Crown royatties {0.49) 0.41) 0.08) 20
Netback 16.62 21.95 (5.33) (24)

Management’s Discussion and Analysis




AVERAGE DAILY SALES

The increase in 2003 sales volumes reflects
the Trust’s higher ownership interest,
partially offset by lower Syncrude volumes.

66,793
(barrels)

48,508 49,806

2001
2002
2003

REALIZED SELLING PRICE

The increase in the average U.S. dollar WT!
price was partially offset by a stronger
Canadian doltar, which combined with higher
hedging losses, resulted in a lower 2003
realized selling price.

37.46 __ﬁi‘ 38.23

($ per barrel,
after hedging)

2001
2002
2003

Net Revenues

($ miltions) 2003 2002 $ Change % Change
Production revenue 1,064.2 743.7 320.5 43
Transportation and marketing fees (35.8) 6.8) (29.0) 426
1,028.4 736.9 291.5 40

Crude oil hedging losses (99.9) (10.7} (89.2) 834
Currency hedging gains (losses) 3.6 (10.9) 14.5 (133)

Total hedging losses (96.3) (21.6) 74.7) 346
Net revenues 932.1 715.3 216.8 30
Sales volumes (uMbbls) 244 | 182 62 34
($ perbarrel) 2003 2002 $ Change % Change
Production revenue 43.65 40.91 2.74 7
Transportation and marketing fees (1.47) 0.37) (1.10) 297

Realized selling price before

hedging losses 42.18 40.54 1.64 4

Crude oil hedging losses (4.10) 0.59) (3.51) 595
Currency hedging gains (losses) 0.15 0.60) 0.75 (125

Total hedging losses (3.95) 1.19) (2.76) 232
Total realized selling price 38.23 39.35 (1.12) 3)

We have expanded our disclosure of production revenues and now are providing additional
information on transportation and marketing fees with these costs separated on the
Consolidated Statement of Income and Unitholders’ Equity. In doing so, we have chosen to adopt
new accounting rules established by the Canadian Institute of Chartered Accountants (CiCA)
in advance of their 2004 effective date. The new rules no longer permit transportation costs

to be netted from revenues, which was a common energy industry practice.

Production revenue reflects sales volumes and prices at the point of delivery. Revenue after
deducting transportation and marketing fees reflects the realized selling price at the
Syncrude plant gate. Net revenues include the impact of crude oil and currency hedging gains
and losses. Historically, the vast majority of our production was sold at Edmonton, Alberta.
With additional synthetic crude oil production from other producers coming on stream during
2003, more of our sales volumes were sold into the U.S. and Eastern Canada. In the fourth
quarter of 2003, approximately 52 per cent of sales volumes were sold downstream from
Edmonton. We anticipate more of our production will be sold downstream from Edmonton than

in the past, but it is too early to provide a reasonable estimate of what the portion may be.

In response to growing volumes of synthetic crude oil and Syncrude’s own expanding volumes
following the Stage 3 completion, we must expand our markets to achieve the premium price '

we expect for our quality product. When the upgrader expansion project of Stage 3 (UE-1) is
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REALIZED PRICE DIFFERENTIAL TO WTH
More synthetic crude volumes coming
into the market are resulting in a wider
differential between $SB and WTI.

§55 = COSRealized Price (before hedging &
after transportation)

== Average WTI Price expressed
50 in Canadian dollars

545

540

$35

530

2002
2003

-
o
<
~

complete, a new aromatic saturation unit will be used to upgrade our entire production into a
higher quality product called “Syncrude Sweet Premium” (SSP). We expect this higher quality

blend to be more attractive to refineries, which should further enhance our price per barrel.

Also, the use of light sweet synthetics as a blend stock for bitumen to produce “synbit” is seen
as a potential new market for SSB. Currently, heavy crude oil producers are shipping bitumen
to U.S. refineries by adding condensate, which is expensive and in short supply. Synbit, which

is similar to medium sour crude, is being considered as an alternative.

For the year ended December 31, 2003 net revenues increased approximately $217 miltion
compared to the same period in 2002, primarily as a result of higher production revenue, partially

offset by higher crude oil hedging losses.

Production revenue was higher in 2003 than 2002 as a result of having acquired from EnCana
the additional 10 per cent working interest on February 28, 2003 and another 3.75 per cent working
interest on July 10, 2003. Canadian Qil Sands’ average Syncrude working interest of approximately
32 per cent in 2003 represents an increase in ownership of approximately 47 per cent compared
to the prior year. While the Trust’s average ownership interest increased 47 per cent, sales
volumes of 66,793 barrels per day increased only 34 per cent from 2002, reflecting the impact
of the unptanned Coker 8-1 turnarou.nd in October and November, the extended Coker 8-2
turnaround in May, and the first quarter’s unscheduled and extended scheduled maintenance
work. We originally budgeted daily sales volumes for 2003 based on our 21.74 per cent working
interest to be 50,600 barrels, and revised our budget during the year to 68,000 barrels to reflect

the increased working interests and the turnarounds and maintenance activity.

Realized selling prices before hedging in 2003 were approximately four per cent higher than
in 2002, averaging $42.18 per barrel in 2003 compared to $40.54 per barrelin 2002. Although
the average 2003 WTI price at US$31.04 per barrel was up 19 per cent compared to 2002, a
stronger Canadian dollar offset the majority of this increase. As shown in the graph, also offsetting
the increase in WTI prices was a slightly larger discount to which SSB traded against Canadian
dollar WT! during the 2003 year, compared to prior years, as additional synthetic crude oil
volumes came into the market. We anticipate a discount to Canadian dollar WT! to remain until
we begin selling the higher quality SSP product, which we believe will receive a higher price
than our current SSB product.

After hedging, the average selling price per barrel was $38.23 in 2003, compared to $39.35
in the prior year. Crude oil hedging losses of approximately $100 million in 2003, or $4.10 per
barrel, reflected strong U.S. dollar crude oil prices and a larger proportion of volumes hedged
compared to the same period in 2002, during which losses of $11 million, or $0.59 per barrel,
were reported. Currency hedging gains of approximately $4 mitlion, or $0.15 per barrel, compared
favourably to losses of $11 miltion, or $0.60 per barrel, in 2002 as a result of the Canadian dollar
averaging $0.71 US/Cdn and $0.64 US/Cdn in 2003 and 2002, respectively. Our crude oil and
foreign currency hedging positions are outlined in the Risk Management section of this MD&A.

Management’s Discussion and Analysis
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OPERATING COSTS Operating Costs

The increase in 2003 operating costs per
. - 2003 2002
barrel is due to additional turnaround costs,
{ower Syncrude production volumes and ) $/bbl $/bbl ) $/bbl $/bbt
significantly higher energy costs. Bitumen 558 Bitumen 558
H 1
2142 Bitumen Costs
18.48 . & per barrel) | Overburden removal 233 2.17
99 Bitumen production 6.17 5.75
Purchased energy 1.67 1.02
10.17 12,13 8.94 10.43
Upgrading Costs ?
s o @ Bitumen processing and upgrading 3.82 3.24
R R & Turnarounds and catalysts » 1.86 1.19
Purchased energy 2.45 1.19
8.13 5.62
R&D and other 0.81 1.00
Syncrude reported operating costs 21.07 17.05
Natural gas hedging gains (0.23) (0.28)
Canadian Qil Sands adjustments 3 0.28 0.22
Total operating costs 2112 | 16.99
Syncrude production volumes
(thousands of barrels per day) 252 212 268 230

[

Bitumen costs relate to the removal of overburden, oil sands mining, bitumen extraction and tailings dyke construction
and disposal costs. The costs are expressed on a per barrel of bitumen production basis and converted to a per barre!
of SSB based on the yield of SSB from the processing and upgrading of bitumen.

N

Upgrading costs include the production and ongoing maintenance costs associated with processing and upgrading of
bitumen to SSB. it aiso includes the costs of major refining equipment turnarounds and catalyst replacement.

Canadian Oil Sands’ adjustments primarily relate to pension cost adjustments and the inventory impact of moving from
production to sales as Syncrude reports unit costs based on shipment volumes and we report based on sales volumes.

w

The above table breaks down unit operating costs into its major components and shows bitumen
costs on both a per barrel of bitumen and per barrel of SSB produced. This allows investors
to better cohpare Syncrude’s unit costs to other oil sands producers. As there are no definitions
of what constitutes operating costs, different cost accountin‘g and capitalization treatments
are used among producers.The increase in costs on a year-over-year basis primarily relates to

the fixed cost impact on lower production volumes and the higher cost of purchased energy.

Syncrude had disappointing operating results in 2003 with production being eight per cent lower
in 2003 than 2002, averaging 211,757 barrels per day, compared to 229,520 barrels per day
in 2002. Production constraints, mainly the unplanned 37-day Coker 8-1 turnaround in October,
the extended Coker 8-2 turnaround in May, and the first quarter’s unscheduled and extended
scheduled maintenance, negatively impacted production. These operational chatlenges
contributed to lower production and increased costs for both bitumen prbduction and upgrading,

resulting in an increase in per barrel operating costs compared to 2002. In the second quarter
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PURCHASED ENERGY COSTS

A 66 per cent increase in natural gas prices
led to higher purchased energy costs for the
Trust in zo03. Hedging gains in 2003 and
2002 reduced the Trust’s natural gas costs.
Approximately 0.7/mcf of natural gas is
consumed to produce one barrel of SSB.

443

($ per barrel,
3.54 before hedging)

2.38

2001
2002
2003

of 2002, Syncrude had a coker turnaround which took longer than anticipated, but was followed
by improved operating performance and plant reliability in the second half of the year, resulting

in favourable operating costs on a per barrel basis compared with 2003.

Operating costs in 2003 were also negatively impacted by a 66 per cent increase in natural gas
prices from 2002. During 2003 natural gas prices averaged $6.28 per gigajoule (GJ) compared
to $3.79 per G) in 2002. Natural gas is a significant component of the bitumen production
and upgrading processes, representing 21 per cent of our total operating costs in 2003, and
14 per cent in 2002. Natural gas hedging gains of approximately $6 million in 2003, relating
to hedges that were in place from fanuary 1 to March 31, 2003, helped mitigate the increased
natural gas costs. For the period April 1, 2002 to December 31, 2002, natural gas hedging gains

of approximately $5 million reduced 2002 operating expenses.

At the end of 2002, operating casts for 2003 were budgeted to be‘$16.5o per barrel with Syncrude
production volumes of 85 million barrels. This budget assumed one coker turnaround in the
first quarter. During the year, the operating cost budget was revised to reflect the increased
working interests and the impacts of the maintenance and turnaround activities previously
mentioned. By November 2003, we had revised our operating cost forecast up to $20.50 per
barrel with Syncrude production of 77 million barrels. Actual Syncrude production was
77.3 million barrels in 2003, slightly higher than the latest forecast due to strong operations
in December, which resulted in record production for the month of 8.2 million barrels. Actuat
operating costs were approximately three per cent higher than the revised budget as adjustments

to our share of Syncrude’s pension liability in December were higher than originally anticipated.

Non-Production Costs

Non-production costs increased in 2003 from 2002 due to the larger working interest and higher
levels of development activity associated primarily with UE-1. Non-production expenses relate
mainly to Syncrude 21 development expenditures, which include costs incurred to modify, relocate
or remove equipment or facilities to support the expansion. In 2003, we also reclassified certain
expenses, largely related to engineering and other costs for capital projects associated with
the development of the existing plant facilities, from operating costs to non-production costs
to more accurately reflect operating expenses related to current production. Prior year figures

have been reclassified to reflect this change in presentation.

Crown Royalty Expense

Crown royalty expense rose in 2003 as a result of higher gross revenues. Also included in
2003 is a charge of approximately $1.5 million relating to an adjustment to the calculations of
Crown royalties in 2000. As Syncrude is currently undertaking a significant capital program,
we expect to pay the minimum one per cent royalty on our gross revenues for the next few
years. A description of the Crown royalty can be found in Note 18 of the audited consolidated

financial statements.

Management’s Discussion and Analysis
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ADMINISTRATION EXPENSE Administration Expense
Administration expense per barrel continued
to decline in 2003, demonstrating the Trust’s
objective to maintain one of the lowest cost third party service providers after having terminated the Administrative Services Agreement
structures in the trust sector.

Administration expenses in 2003 reflect our first year of having our own staff, office space, and

with EnCana on November 1, 2002. The increase in administrative costs of approximately

047 $2 million reflects primarily the adoption of expensing stock options, the replacement of directors’

] __(if‘o_ 0.37 stock optioné with Trust units, and higher salaries. The additional Syncrude working interests

($ per barrel) did not have a significant impact on our administrative costs in 2003, reducing our costs on a
per barrel basis to $0.37 in 2003 compared to $0.40 in 2002. The reduction in per barrel
administrative costs demonstrates our commitment to maintaining one of the lowest cost

structures in the trust sector.

g g g
i X . Insurance Expense
The largest component of our insurance expense relates to premiums paid for business
intérruption (Bl insurance, which is designed to protect the Trust’s cash flow from the potential
of a severe property loss at Syncrude. With the acquisitions of the 10 per cent and 3.75 per
cent working interests during the year, we proportionately increased our Bl insurance coverage
to match the additional ownership levels, resulting in higher insurance expense in 2003 compared
to 2002. Insurance is an important risk management component of our Stage 3 financing plan
as it helps to protect our cash flow from which our share of the capital expenditure commitments
INSURANCE EXPENSE are largely funded. Once Stage 3 is complete and our debt levels have been reduced, we will
Insurance is a key component of the Trust's re-evaluate our business interruption insurance program. Insurance is discussed more fully in
risk mitigation strategy. the Risk Management section of this MD&A.
032 0.30 .
024 m Interest Expense, Net
($ millions) 2003 2002 §$ Change % Change
Interest expense 72.0 48.6 23.4 48
Interest income and other (4.2) (5.9) 5.7 (58)
Interest expense, net 67.8 38.7 29.1 75

In the fourth quarter of 2003, we chose to net interest and other income from interest expense
to more accurately reflect the cost of financing our operations.The increase in interest expense
primarily reflects the additional debt we issued in 2003, as well as the utilization of credit facilities
that were first drawn upon in March 2003. The additional debt was used to finance a portion
of the $1.5 billion purchase price for the 13.75 per cent working interest acquisition and to fund
our share of Syncrude’s capital expenditures. The debt issues and utilization of credit facilities

are explained more fully in the Liquidity and Capital Resources section of this MD&A.

Contributing to the increase in interest expense in 2003 compared to 2002 was the lower interest
“income earned, which'primarily relates to the lower average cash balance in 2003 as a result
of financing our share of the Stage 3 capital expenditures. This decrease in interest income
was offset somewhat by gross overriding royalty (GORR) income of approximately $0.7 million

related to the six per cent GORR acquired from EnCana in july 2003.
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DEPRECIATION AND DEPLETION EXPENSE Depreciation and Depletion Expense

The incre.ase in D.&-D expense, excluding the (% miltions) 2003 2002 $ Change % Change
reclamation provision, reflects the
acquisitions of the Syncrude working Depreciation and depletion 90.5 52.0 38.5 74
interests during 2003. Reclamation provision 4.3 31 1.2 39
3.65 94.8 55.1 39.7 72
2.94 4 per barrel)

2.85 Depreciation and depletion (D&D) expense for 2003 was approximately $40 million higher than
in 2002 as a result of the acquisitions of the Syncrude warking interests during the year. The
effective D&D rate in 2003 was $3.65 per barrel compared to $2.85 per barrel in 2002. We
depreciate and deplete our production assets on a unit-of-production basis. In the fourth quarter

5 o @ of 2003, the second mining train at the Aurora mine (Aurora 2) was put into operation, and
(=] o

therefore, the related costs of approximately $240 million, net to the Trust, have been included

in our calculation of the D&D expense in the fourth gquarter.

Subsequent to year-end 2003, Canadian Oil Sands’ 2003 reserve report was completed by
independent reserve evaluators. The reserve report resuited in no significant revisions in our
proved reserve hase. including the acquisition of the 13.75 per cent working interest in 2003,
our proved reserves for our 35.49 per cent working interest are approximately one billion barrels,
compared to 676 million barrels in 2002. We are now reporting proved plus probable reserves,

which total approximately 1.8 billion barrels.

There will be an increase to our D&D rates in 2004 as a result of the revised UE-1 costs of
approximately $2.5 billion now béing included in future development costs, as well as an increase
to sustaining capital expenditures in our reserve repart. Based on National Instrument 51-101,
which pravides that the total of proved plus probable reserves is the most likely estimate of
an entity’s reserve base, we are now depreciating and depleting our existing assets and future
development costs on a proved plus probable basis. Future development costs include sustaining
capital, remaining Stage 3 costs, and other costs required to produce the reserves, As a result,
we estimate our 2004 D&D rate will be approximately $5.70 per barrel, or approximately
$177 million in D&D expense, based on our 2004 production budget of 31 million barrels net
to the Trust.

Also included in D&D expense is a future site reclamation provision, which is accrued at a rate
of $0.17 per barrel of production. The reclamation provisions for 2003 and 2002 were
approximatély $4 million and $3 million, respectively, with the increase attributable to the higher
Syncrude workihg interest in 2003, The current year provision combined with the liability recorded
on the acquisition of the 13.75 per cent working interest resulted in a future site reclamation
liability of $58 million at December 31, 2003. As more fully explained in the New Accounting
Pronouncements section of this MD&A, our future site reclamation liability recorded on the
Consolidated Balance Sheet will be adjusted in 2004 as a result of new accounting rules, which
became effective January 1, 2004. The impact on our future site reclamation liability and D&D

expense is not expected to be significant.
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PROVED RESERVES PER 100 TRUST UNITS
Every 100 Trust units ére backed by
significant reserves, which grew in 2003 as

a result of the acquisition of the additional
Syncrude working interests.

1,222 1,227

1,172
(barrels}

2001
2002
2003

Similar to our 21.74 per cent working interest in Syncrude, we will be depositing $0.1322 per
barrel of current production related to our acquisition of the 13.75 per cent Syncrude interest
into a mining reclamation trust account. As of December 31, amounts are included in the
mining reclamation trust balance in the Consolidated Balance Sheet under the heading

“Reclamation trust”.

Foreign Exchange Gains

In 2003, a foreign exchange gain of $135 million was recorded, compared to a gain of $3 mitlion
in 2002. As required by Canadian generally accepted accounting principles, our U.S.
denominated monetary balances are revalued at the foreign exchange rate at each period end,
and the translation gains or losses are recorded in the current period’s earnings. Our most
significant U.S. denominated monetary balances that give rise to most of the foreign exchange
impacts are the U.S. Senior Notes. At December 31, 2003 and 2002, we had US$694 million
and US$394 million in U.S. denominated debt, respectively. The stronger Canadian dollar created
non-cash foreign exchange gains on our U.S. denominated senior notes of $147 million and
$4 million in 2003 and 2002, respectively. We also have U.S. denominated cash, accounts
receivable, and interest payable accounts that are revalued at the end of each period. The
remaining balance of the foreign exchange gains and losses on the income statement relate to

realized foreign exchange gains and losses on the conversion of U.S. dollars to Canadian dollars.

Income and Large Corporations Tax

income and Large Corporations Tax (LCT) expense in 2003 reflects the estimated LCT payable
by COSL of approximately $8 million, compared with approximately $3 million in 2002. The
increase in LCT expense in 2003 compared to 2002 reflects the significantly larger taxable capital
base as a result of the working interest acquisitions during the year. For 2003, we estimate

there to be no cash income taxes payable, other than LCT, by the Trust or any of its subsidiaries.

Also included in the 2003 income and LCT expense is a cash payment of approximately $9 million
paid to Canada Customs and Revenue Agency (CCRA) for a tax liability pertaining to the 2001
income tax return of the Trust. In September 2003, the Trust paid approximately $10 million
to CCRA, which included $1 million of interest charges that had accrued o\n the $9 million tax
liability. The interest charges have been included in interest expense. As disclosed in Note 22
of the consolidated financial statements, the téx liability was a result ofar) error in the Trust's
2001 income tax return prepared by the Trust’s former tax service provider. We are currently
taking action to recover the cash payment from the former tax service provider. However, the
amount of the recovery is not determinable at this time. As such, the potential recovery has
been disclosed as a contingent gain with no amounts pertaining to the contingent gain recorded

in our consolidated financial statements at December 31, 2003.

In 2002, in addition to LCT expense, there was a $3 million cash income tax provision related to
one of the Trust’s operating subsidiaries that was taxable as a result of not enough capital cost
allowance deductions being available. The significant capital costs related to Stage 3 were not

yet deductible because the assets were not considered available for use under the tax regulations.
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UNITHOLDER DISTRIBUTIONS

The Trust reduced distributions in late 2001
to help support funding for the Stage 3
expansion, during which the Trust's objective
is to maintain a stable distribution.
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At the Unitholder level, distributions made from the Trust are either taxable to Unitholders or
tax-deferred. Tax-deferred treatment reduces the Unitholders’ tax-cost base. For the distributions
related to 2003, approximately 83 per cent of distributions were taxable, and approximately
17 per cent were tax-deferred. This compares with 60 per cent being taxable and 40 per cent
being tax-deferred in 2002. The increase in taxability of the distributions in 2003 compared
with 2002 is due primarily to a change in tax rules where the Trust now is required to include
income accruals in its current year income, as opposed to cash received. This resulted in
approximately $30 mitlion of income being included in the Trust’s 2003 taxable income base

which could not be sheltered by tax deductions at the Trust level.

The taxable portion of distributions is dependent upon income and tax deductions available
to shelter this income at both the Trust and the corporation level. Income, and therefore, taxable
distributions to Unitholders, is highly sensitive to changes in revenues and costs since the annual
tax deductions available are subject to maximum amounts. The tax balances available are
disclosed in Note 12 to the consolidated financial statements. It is anticipated that the majority

of future distributions will be taxable to Unitholders.

Future Income Tax

As a result of having acquired the 10 per cent working interest in Syncrude from EnCana in
February, Canadian Oit Sands recorded a net future income tax liability in the first quarter of
2003. The difference between the accounting basis and tax basis for assets and liabilities is
referred to as a temporary difference for purposes of calculating future income taxes. As a result
of the acquisition, the future income tax liability Canadian Oil Sands recorded primarily represents
the temporary difference between the book value of capital assets of the Trust’s subsidiaries
and tax pools at the substantively enacted tax rates as at December 31, 2003. There was no
future income tax impact for the 3.75 per cent acquisition in july as the working interest is held
in a partnership and owned by CT, which is not required to record future income taxes because

it is a trust.

In 2003, Canadian Oil Sands recorded a non-cash future income tax recovery of $2 million.
Inctuded in the $2 million recovery is a future income tax expense of approximately $13 million
which reflects the increase in COSL’s future income tax liability as a result of the federal
government substantively enacting the phasing out of resource allowance, partially offset by
the reduction of corporate tax rates, over the next five years. Offsetting this expense was a
future income tax recovery of approximately $15 million, which relates primarily to the decrease
in the temporary differences in the year. This future income tax liability is not expected to result
in higher cash taxes being paid by COSL in the future, but rather will be recovered through non-

cash future income tax reversals over time.

Dividends on Preferred Shares of Subsidiaries
On October 31, 2002, the preferred shares of the Trust’s operating subsidiaries that were held
by EnCana were redeemed to align with the termination of the Administrative Services Agreement

with EnCana. All accrued and unpaid dividends were paid upon redemption.
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Critical Accounting Estimates

A critical accounting estimate is considered to be one that requires us to make assumptions
about matters that are highly uncertain at the time the accounting estimate is made, and if
different estimates were used, would have a material impact on our financial results. Canadian
Oil Sands makes numerous estimates in its financial results in order to provide timely information

to users. However, the following estimates are considered critical:

a) Canadian Qil Sands must estimate the reserves it expects to recover in the future. Our reserves
are evaluated and reported on by independent petroleum reserve evaluators who evaluate the
reserves using various factors and assumptions, such as forecasts of costs based on geological
and engineering data, projected future rates of production and timing and amounts of future
development costs, all of which are subjective. Although reserves determination is an estimate,
we believe that the factors and assumptions used in the estimates are reasonable based on
information available at the time the estimate is prepared. The reserves estimates are reviewed
by management, our internal engineer, our Audit 'Committee, which acts as our reserve

committee, and our Board of Directors.

As circumstances change and new information becomes available, the reserve estimates and/or
future development cost estimates could change. Qur proved reserves overal{ have not changed
significantly in the last three years after having independent reserve reports completed in 2001
and 2004 for the 2000 and 2003 years, with the exception of adding a pro rata increase to our
reserve base related to the additional 13.75 per cent working interest acquisition in 2003.
However, future actual results could vary greatly from our estimates, which could cause material
changes in our unit-of-production D&D rates, site restoration provisions, and asset impairment
tests, all of which use the reserves and/or future net cash flows in the respective calculations.
If proved reserves were 10 per cent lower, D&D expense would have been approximately $10
million higher in 2003, but there would be no material impact on the site restoration provision

or the asset impairment test.

b) Canadian Oil Sands estimates future site reclamation costs based on an estimate of the
future liability and proved reserves which were discussed in (a). The future liability estimate
is complex and is based on estimates of future costs to abandon and restore the mine sites.
In order to impact the site restoration provision by $1 million, it would require more than a

30 per cent increase to the estimated future reclamation costs.

o) Canadian Oil Sands accrues its obligations for Syncrude employee post retiremént benefits
utilizing actuarial and other assumptions to estimate the projected benefit obligation, the return
on plan assets, and the expense accrual related to the current period. The basic assumptions
utilized are outlined in Note 7(a) to the consolidated financial statements. In addition, actuarial
gains and losses are deferred and amortized into income over the expected annual service lives
of employees estimated to be 13 years, which may differ from the actual service lives of

employees when the net pension obligation is settled in the future. Actual costs related to
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Syncrude’s employee benefit plans could vary greatly from the amounts accrued for the pension
obligation and the plan assets. If Canadian Oil Sands had recognized the actuarial losses
immediately into income, pension and other post retirement expense would have increased
from $23 million to approximately $33 million in 2003. In addition, the accrued benefit liability

on the Consolidated Balance Sheet would have increased from $91 million to $170 million.

Change in Accounting Policies

Effective the third quarter of 2003, we changed our accounting policy for stock-based
compensation. We now are recognizing the compensation expense related to stock options in
our financial statements according to the fair-value method. Prior to the change in policy, we
disclosed the impact of the accounting for stock options under the fair-value method on a pro
forma basis. Under the transitional provisions set out by the CICA, we have chosen to adopt
this change retroactively. The impact on opening retained earnings was a decrease of $0.2 million,
which represents the stock option expense related to the options granted during 2002. In 2003,
we recorded approximately $0.6 million as compensation expense, which is included in
Administration expenses in the consolidated financial statements. Included in Unitholders’ Equity
is contributed surplus of $0.8 million, which is a result of recognizing the stock option expense

in the financial statements.

New Accounting Pronouncements

Effective January 1, 2004, Canadian Qil Sands will be applying new guidelines for hedge
accounting in accordance with the CICA’s Accounting Guideline 13, “Hedging Relationships”
(AcG-13). AcG-13 establishes certain conditions for when hedge accounting may be applied.

Under AcG-13, we will continue to apply hedge accounting for our crude oil and foreign currency

hedges, which results in the hedging settlement gains or losses being included in net income .

inthe same period the hedged items are settled. Therefore, there will be no impact to our results
related to thase hedge positions as a result of adopting AcG-13. However, our interest rate swap
positions that were in existence at January 1, 2004 do not qualify as hedges under AcG-13 and
therefore, we will be recording the fair market values of those positions on our Consolidated
Balance Sheet at January 1, 2004. At December 31, 2003, the fair value of the interest rate swaps
was a gain of approximately $5 million, which will be recorded as an increase to both other
assets and other liabilities at January 1, 2004. The asset balance will be adjusted for any changes
in the fair values of the interest rate swap positions subsequent to January 1, 2004 with the
change being recorded in net income. The liability balance will be amortized over the remaining
period of the swap contracts, which expire May 15, 2007.

in September 2002, the CiCA approved Section 3063, “Impairment of Long-Lived Assets”
(5.3063), which is effective for fiscal years beginning on or after April 1, 2003. S5.3063 establishes
standards for the recognition, measurement and disclosure of the impairment of long-lived assets
that are held for use. An impairment loss will be recognized if the carrying amount of a long-
lived asset is not recoverable and exceeds its fair value. We do not anticipate there wilt be a

material impact to our financial statements as a result of adopting this Section.
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NET DEBT 7O TOTAL BOOK CAPITALIZATION
Net debt to total book capitalization
increased significantly in 2003, reflecting

the additional debt incurred to finance the
Stage 3 expansion. We aim to reduce this
ratio to 30 per cent to 35 per cent

following completion of Stage 3.

40

(per cent)

2
26 2

—

2001
2002
2003

RETURN ON AVERAGE UNITHOLDERS’ EQUITY
The Trust continued to provide a strong ~
return on average Unitholders’ equity in

2003, although down from 2002 because of
lower Syncrude production volumes, higher
operating costs, and the issuance of

additional equity.
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In December 2002, the CICA approved Section 3110, “Asset Retirement Obligations” (S.3110)
with an effective date of January 1, 2004. Under S.3110, Canadian Qil Sands wilt be required
to recognize as a liability the estimated value of our share of Syncrude’s retirement obligations
pertaining to property, plant and equipment. Upon initial adoption of S.3110, the fair value of
the liability will be recognized as a future site rectamation liability, of which a substantial portion
of the increase will be recorded as an increase to the value of our capital assets. The addition
to capital assets will be depreciated in the same manner as our existing capital assets. The
liability will accrete each year based on the discount rates used, with the accretion expense
being recorded in net income each year. The impact on our net income is not anticipated to be
significant. The initial adoption of S.3110 is considered a change in accounting policy and as

such, our comparative prior period financial statements will be restated.

Liquidity and Capital Resources

(3 millions) 2003 2002
Long-term debt : 1,437.4 622.3
Less: Cash and short-term investments 16.7 230.0

Net debt 1,420.7 3923
Unitholders’ equity 2,094.4 956.5
Totat capitalization® 3,515.1 1,348.8

1 Net debt plus Unitholders’ equity

In 2003, the Trust’s total capitalization increased significantly as a result of the acquisitions
and related financing initiatives the Trust undertook during the year. To finance a significant
portion of the 13.75 per cent Syncrude interest acquisitions from EnCana in 2003, which totalled
approximately $1.5 billion, the Trust raised approximately $1.0 billion, net of issue costs, of
new equity through two public offerings and two private placements, issuing a total of

28.2 million Trust units.

The balance of the acquisition of approximately $0.5 billion was financed with debt. To initially
fund the Syncrude working interest acquisitions, we drew on a $560 million acquisition bridge
facility. The bridge facility was repaid with a new $560 million credit facility. This new credit
facility was paid down during 2003 with the issue of $150 million 5.75% medium term notes
and US$300 million 5.8% Senior Notes in April and August, respectively. The terms of the debt
issues are fully described in Note 9 “Long-term debt” of the consolidated financial statements.
When the credit facility was fully paid down in August, it converted from a $560 million facility
to a $225 million operating facility. Costs of approximately $16 million associated with issuing
debt, including establishing new credit facilities, were capitalized as deferred financing charges

on the Consolidated Balance Sheet.

On March 26, 2003, COSL amended the size and covenants of its bank credit facilities. As at
February 16, 2004, we have $685 mitlion of available bank facilities and lines of credit, which
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FUNDS FROM OPERATIONS

funds from operations declined in 2003 as a
result of higher operating and financing costs
and slightly lower realized selling prices.

326
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FUNDS FROM OPERATIONS

The decrease in per unit funds from
operations reflects higher operating costs,
higher interest costs and slightly lower
realized selling prices.
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include, in addition to the $225 million syndicated operating facility, a $415 million syndicated
operating facility, a $20 million bilateral operating facility, and a $25 million letter of credit facility.
Including letters of credit drawn, approximately $316 million of this $685 million credit facility

was undrawn at February 16, 2004.

Under the bank credit facilities and trust indentures relating to various private and public debt
issues, Canadian Oil Sands has certain restrictions such as a general covenant, subject to certain
exceptions, not to encumber its assets. in addition, the credit facilities contain covenants which
require Canadian Oil Sands to maintain senior debt to book capitalization and total debt to
total book capitalization ratios of 55 per cent and 60 per cent, respectively. Under certain debt
issues and bank facilities, the rate of interest paid is dependent on the long-term debt credit
ratings. If Canadian Oil Sands’ credit ratings fall below investment grade, COSL is restricted
from making royalty payments to the Trust. The following table iltustrates our financial leverage

at December 31:

FINANCIAL RATIOS

2003 2002
Net debt to cash flow (times) 5.2 1.2
Net debt to total capitalization () 40 29

On january 15, 2004, COSLissued $20 million of floating rate and $175 million of 3.95% medium
term notes. Both-issues were for three year terms and are unsecured. As discussed more fully
in the Risk Management section of this MD&A, interest rate swap transactions were undertaken
to convert the fixed interest rate on the $175 million notes to a floating rate. The debt was used
to repay a portion of the drawn credit facilities and to assist in financing our share of the Stage 3

capital expenditure program.

Our future debt {evels are primarily dependent on the funds we generate from operations, our
share of Syncrude’s capital expenditures and distributions to Unitholders. We are estimating
2004 cash flow to approximate $275 million and capital expenditures of $1 billion based on
the March 4, 2004 estimate of Stage 3 expenditures. Financing for Stage 3 capital expenditures
may require the issuance of new equity in addition to drawdowns under our bank facilities and
funds from our distribution reinvestment plan. We have an objective of maintaining an investment
grade credit rating, which may necessitate further equity issues or distribution reductions in
a tower crude oil price environment. Our current credit ratings are BBB+ with a negative outlook

from Standard & Poor’s and Baa2 with a negative outlook from Moody’s Investor Service.

A significant component of our financing plan for the Stage 3 Syncrude expansion is the Premium
Distribution, Distribution Reinvestment and Optional Unit Purchase Plan (DRIP). The DRIP enables
the Trust to raise new equity at a relatively low cost with no dilution to participating Unitholders,
and it supports the Trust’s ability to maintain distribution levels during the expansion period.

DRIP participation in 2003 increased slightly from 2002, generating nearly $48 million in new
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CAPITAL EXPENDITURES

The increase in capital expenditures reflects
our higher ownership interest and funding
for the Stage 3 expansion, with 88 per cent
of 2003 expenditures relating to Stage 3.
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equity in 2003 through the issuance of 1.3 million Trust units, compared with $33 mitlion and
0.9 mitlion Trust units in the prior year. As our capital expenditure funding requirements diminish,

the need to issue equity under the DRIP will be re-evaluated.

Cash flow generated from operations is an important funding source for the Trust during the
Stage 3 expansion. Funds generated from operations in 2003 of $273 million were used to pay
Unitholder distributions of $170 million and fund a portion of the $786 million spent on capital
expenditures. At the end of 2003, we had a working capital deficiency of $95 million, compared
to a working capital balance of $153 million at the end of 2002. The decrease in working capitat
reflects the decrease in cash during 2003 and the increase in accounts payable and accrued
liabilities, which are a result of the capital expenditures on Stage 3 and the higher Syncrude

working interest.

Capital Expenditures

Capital spending in 2003 amounted to $786 million, compared with $403 million in 2002.
Approximately 88 per cent of the capital expenditures were for the Stage 3 expansion for each
of 2003 and 2o02. The additional 13.75 per cent working interest accounted for approximately
$256 million of the 2003 capital expenditures, with the remaining $127 million increase a result
of higher Stage 3 capital expenditures, primarily UE-1 costs. Aurora 2 was completed in the

fourth quarter of 2003, generally on time and on budget.

We originalty had budgeted total 2003 capital expenditures based on our 21.74 per cent working
interest of $483 million, and then revised our budget to $720 million to reflect the additional
10 per cent and 3.75 per cent working interests acquired in February and July, respectively. Actual
capital expenditures were $66 million higher than budgeted due primarily to higher expenditures
relating to UE-1. The variance to the last estimate was mainly a resuft of increased spending
related to UE-1 for construction costs, fabrication costs and higher engineering costs, partially
offset by favourable exchange rates. Stage 3 is the most capital intensive expansion in Syncrude’s
history, and our 35.49 per cent share of the project cost is currently estimated at $2.8 billion.
The Outlook section of this MD&A discusses future commitments related to Stage 3. n addition
to our other contractual obligations, the table on page 39 outlines the purchase commitments

we have in place related to Stage 3 and Base mine replacement expenditures.

CONTRACTUAL OBLIGATIONS AND COMMITMENTS
We have assumed various contractual obligations and commitments in the normal course of
our operations. Tabled below are significant financial obligations that are known as of March 4,

2004, which represent future cash payments that we are required to make under existing

~ contractual agreements that we have entered into either directly, or as a partner in the Syncrude

joint Venture.
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CONTRACTUAL OBLIGATIONS

Payments due by period

After

($ millions) Total <1 year 1-73 years 4 -5 years 5 years

Long-term debt * 1,437.0 - 481.0 150.0 806.0

Capital lease obligations 2 4.5 0.4 13 0.9 1.9

Operating leases 3 5.2 1.7 3.3 0.2 -
‘ Stage 3 and Base mine replacement

expenditure obligations 4 1,479.0 930.0 549.0 - -

Other long-term obligations > 140.5 88.8 10.1 6.4 35.2

3,066.2 1,020.9 1,044.7 157.5 843.1

-

Bank credit facilities drawn at December 31, 2003 of $391 million are due after a two year term out. US$70 million 7.625%
Senior Notes mature on May 15, 2007. $150 million Canadian medium term notes mature on April 9, 2008. Remaining
Senior Notes are due subseguent to 2008.

N

We are responsible for our share of the Syncrude Joint Venture’s capital lease obligations as described in Note 7 (b) of
the consolidated financial statements.

In addition to our share of Syncrude’s operating leases, we have a 10 year office lease agreement as described in Note
20 {e) of the consolidated financial statements.

w

The total estimated cost of the Stage 3 expansion is approximatety $2.8 billion, net to the Trust, of which we have spent
approximately $1.5 billion as of December 31, 2003. We are also committed to costs of approximately $0.3 billion for a
third mining train at Aurora to replace the dragline/bucketwheel system at the Base mine.

-

These obligations include our 35.49 per cent share of the the minimum payments required under Syncrude’s commitments
for natural gas purchases, annual disposal fees for the flue gas desulphurization unit, and pipeline cost of service fees
as described in Note 20 to the consolidated financial statements.

w

In addition to these payments, we anticipate having to fund our 35.49 per cent share of Syncrude’s
registered pension plan solvency deficiency, which is expected to be approximately $10 million
a year, net to the Trust, over the next five years. The funding requirements will be confirmed

in 2004 when an actuarial valuation of Syncrude’s pension plan has been completed.

Unitholders” Capitat .

As of Februéry 16, 2004, the Trust had 87.2 million Trust units outstanding and a market’
capitalization of approximately $4 billion based on a closing trading price on February 16, 2004
of $47.50 per Trust unit. The two equity issues completed during 2003 and Unitholder
participation in the DRIP during 2003, both discussed previously, resulted in approximately

$1 billion of new equity and approximately 29.5 million Trust units being issued in 2003.

During 2003, as part of Canadian Qil Sands’ long-term incentive plan for employees, 127,900
Trust unit options (options) were issued, and 60,000 options previously held by the Board of
Directors were surrendered for cancellation. On January 21, 2004, a further 102,500 options
were granted to employees. Each option represents the right of the option holder to purchase
a Trust unit at the exercise price determined at the date of grant. The options vest one-third
following the date of grant for the first three years. At February 16, 2004, 426,400 options were
outstanding, representing less than one per cent of Trust units outstanding, with a weighted

average exercise price of $40.72 per option. The options expire seven years from the date of grant.
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Unitholder distributions related to 2003 were $170 million, or $2 per Trust unit, compared with
$115 million, or $2 per Trust unit, in 2002. Our objective is to maintain stable distributions during
our capital intensive expansion periods by retaining a portion of our cash generated from

operations to assist in funding the Stage 3 capital expenditures.

Risk Management

There are many financial and operational risks inherent in the oil sands business, which include,
but are not limited to: commodity price, currency exchange, interest rate, capital, credit,
regulatory, operationat and environmental risks. We take specific measures to manage these
risks, particularly those that affect cash flow and capital expenditures, as these have a direct

impact on the Trust’s distributable income available to Unitholders.

Commodity Price Risk

Crude Oil Price Risk Canadian Oil Sands is exposed to fluctuations in crude oil prices with our
entire SSB production being sold at market prices. The price received for SSB historically has
been highly correlated ta Canadian dollar WT prices. We have mitigated exposure to fluctuations

in crude oil prices by entering into forward WT! crude oil price contracts.

As of February 16, 2004, approximately 46 per cent of our 2004 production outlook has been
hedged, and up to 50 per cent of the volumes may be hedged within our current Board approved
hedging limits. We continue to view the risk reduction provided by our crude oil hedging program
as a necessary element of our Stage 3 financing ptan. Our cash flows are impacted by changes
in both the U.S. dollar denominated crude oil prices and U.S.-Canadian foreign exchange rates.
As a result, management may hedge both elements to reduce our cash flow volatility. These
elements can be hedged separately with US$ WT1 crude oil hedges and foreign currency hedges,
which are outlined in the Currency Hedging section of the Risk Management discussions in this
MD&A, or by combining both elements through Canadian dollar oil price hedging transactions.
Canadian Oil Sands uses both strategies and has the following hedge positions outstanding

as at February 16, 2004:

2004 POSITIONS

january 1 - December 31

Price Volume

($/bbl) (bbls/day)

2004 US$ WTI Swap Positions (in Us$/bbl) 24.74 25,000
2004 C$ WTI Swap Positions (in C$/bbl} 38.65 14,000
Total volumes hedged 39,000

Natural Gas Hedging We have entered into natural gas forward-purchase contracts from time
to time to reduce the volatility of purchased energy costs which are a significant component
of our operating costs. Currently we do not have any natural gas hedges in place, but continue

to monitor natural gas hedging opportunities.
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Foreign Currency Hedging Our results are affected by fluctuations in the U.S.-Canadian currency
exchange rates as we generate revenue from oil sales based on a U.S. dollar benchmarked price.
This revenue exposure is only partially offset by interest in U.S. dollars on our U.S.-denominated
debt, and our share of Syncrude’s U.S. dollar vendor payments. When our U.S. Senior Notes
mature, we will have exposure to U.S. exchange rates on the repayment of the notes. We have
reduced our currency exchange risk by entering into contracts that fix our exchange rate in future
years. At the present time we do not intend to increase our currency hedge positions. The details
of our foreign currency contracts are more fully described in Note 17(a) of the consolidated

financial statements.

2004 2005 2006 2007
U.S. dollars hedged ($ miltions) $ 920 % 1000 $ 600 § 200
Average U.S. dollar exchange rate $ 0665 $ 0664 $ 0669 $ 0.692

In 1999, Canadian Oil Sands exchanged gains on closing certain forward currency contracts
for adjustments to the terms of other currency contracts. For accounting purposes, a portion
of the realized gains is being deferred and will be recognized as revenue over the period 2006
to 2016, which is when the ariginal forward cantracts would have expired. During 2003, currency
hedging gains of $5 million have been deferred. Cumulatively, Canadian 0il Sands has deferred
recognition of gains totalling $22 million for net income purposes, but these amounts have
been included in our funds from operations. The deferred balance is reflected in the Consolidated

Balance Sheet under “Deferred currency hedging gains”.

Interest Rate Risk Interest rates impact our net income and cash flows based on the amount
of floating rate debt outstanding. Approximately $338 million had been drawn on the credit
facilities as of February 16, 2004, which bear interest at floating rates based on bankers’
acceptance rates. We also have $20 million of floating rate medium term notes outstanding

and have swapped $175 million of fixed rate debt into floating rate debt.

In January 2004, COSL entered into two interest rate swaps for the $175 million 3.95% Canadian
medium term notes issued on January 15, 2004. The swaps effectively converted the fixed interest
payments to floating rates based on three month bankers’ acceptance rates plus a credit
spread. The swaps will be recorded as hedges on the consolidated financial statements in
2004 with any gains or losses related to the swaps being recognized in the period the swaps
are settled. Further details of our interest rate hedging are in Note 17 (b} of the consolidated

financial statements.

To hedge the interest payments on the US$70 million 7.625% Senior Notes issued in 1997, we
entered several interest rate swap contracts. Through these contracts, the 7.625% interest
obligation was exchanged for a 5.95% fixed rate U.S. dollar payment for the remaining term
of the notes. The net interest payments on the 7.625% Senior Notes were reduced by $1.5 million

in 2003 and $1.8 million in 2002.

Management’s Discussion and Analysis

4




Capital Risk Inherent in the mining of oil sands and production of synthetic crude oil, there
is a2 need to make substantial capital expenditures, such as the Stage 3 expansion. In addition
to the potential of the overall Syncrude cost estimate for Stage 3 increasing from the current
$7.8 billion, or $2.8 billion net to the Trust, projected amount, we are exposed to financing
risks associated with the funding requirements for our 35.49 per cent interest as Syncrude
progresses with the expansion. We have historically minimized this risk by accessing diverse
funding sources. Credit facilities, funds generated from operations, and proceeds fram the DRIP
are significant sources of funding available to us. In addition, the Trust has the ability to access

public debt and equity markets and this abhility should be enhanced as the Trust grows.

Credit Risk Crude oil sales revenue credit risk is managed by limiting the exposure to customers
based on an assigned credit rating as well as limiting the maximum exposure to any single
customer. Risk is further mitigated as sales revenue receivables are due and settled in the month
following the sale. We mitigate our exposure to credit risk under financial instruments, such
as commadity derivatives and foreign exchange contracts, by selecting counterparties of high
credit quality. We have never experienced a loss on uncollected receivables from any customers

or counterparties.

Operational Risk As a partner in Syncrude, we benefit from operational risk management
programs implemented by the joint venture. Ffrom an operations perspective, sustained, safe
and reliable operations are the key to achieving targets for production and operating costs.
Extreme cold weather can affect both ongoing operations and construction on the Stage 3
expansion by reducing worker productivity and potentially increasing natural gas consumption.
Major incidents or unscheduled maintenance outages curtail production and result in significant
increases to per barrel operating costs, which was evident in 2003 with the extended scheduled
and unscheduied turnarounds of the two cokers at Syncrude. The largest impact came from
the Coker 8-2 shutdown in October of 2003, which we estimate reduced funds from operations
by $60 milljon, including both maintenance work costs and the lost revenue over the 37-day
turnaround period. Syncrude has a history of 25 years of continuous production, and has one

of the best safety records in its peer group.

We also manage our exposure to operational risks by maintaining appropriate levels of insurance,
primarily Bt and property insurance. We have purchased approximately US$g20 million of B!
insurance to protect 16 months of cash flow in case Syncrude experiences an event causing a
loss or interruption of production, such as a fire or explosion. The insurance is subject to a
60 day self-retention period after which time an insurance claim can be made. We also maintain
US$150 million of physical loss insurance to protect against property damages Syncrude may
encounter, and course-of-construction and start-up delay insurance coverages of approximately

$210 million and $160 million, respectively, as part of the Stage 3 expansion.
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Syncrude joint Venture Ownership The Syncrude Project is a joint venture that is currently
owned by seven participants. Each Syncrude participant’s ownership interest is equal to its
pro rata interest in the Syncrude Project. Major capital decisions for new projects require
unanimity of the owners, while other matters require only the approval of a majority and three
owners. Historically, however, the Trust’s subsidiaries and the other joint venture owners have

sought consensus of all the owners on alt matters.

Syncrude is also a single interrelated and interdependent facility. While the shutdown of one
part of the facility could significantly impact the production of synthetic crude oil, the Stage 3
expansion and other capital projects pravide more flexibility than historically existed in allowing
continued operation of a greater portion of the facilities and thereby protecting a portion of
our cash flow. Similarly, all of our Syncrude production is transported to Edmonton, Alberta
through the Athabasca Oil Sands Pipeline Limited (AOSPL) system. Disruptions in service on

this system could adversely affect our crude oil sales and cash flows.

Environmental Risk We are exposed to the risk of the impact of Syncrude’s operations on the
environment. Mitigating this risk, Syncrude remains committed to its objectives for operational,
environmental and social excellence. When Stage 3 is completed it will incorporate technologies
to reduce emissions, improve energy efficiency and upgrade the entire production stream to
meet higher specifications for environmental and product quality. As a result, we anticipate
downstream refineries, in producing products such as gasoline and diesel, will use significantly
less energy than is required by lower grades of crude oil, while affording a higher value for the
new SSP product.

The third fluid caker being constructed as part of Stage 3 includes a flue gas desulphurizer
that will capture SO, for use in ammonium sulphate production. Syncrude is also retrofitting
sulphur reduction technology into the operation of its two existing cokers. These initiatives
are anticipated to result in a 60 per cent reduction in SO, emissions from the cusrently approved
Alberta Environment regulatory limits. While total CO, emissions will increase as production
increases, Syncrude’s investments in energy consumption and environmental mitigation are

anticipated to reduce CO, emissions by about 25 per cent per barrel from 1990 to 2008.

Syncrude produces and stores significant amounts of sulphur in a sulphur block at its plant
site as there is presently a limited market for the sulphur. There can be no assurance that future
environmental regulations pertaining to the use, storage, handling and/or sale of sulphur will
not adversely impact the unit casts of praduction of synthetic oil. Syncrude is exploring the
ability to bury sulphur blocks underground. Initial information indicates that this may be a viable
and environmentally friendly solution for dealing with the excess sulphur. Syncrude continues

to research alternatives for addressing this issue, which affects the entire petroleum industry.

[
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Syncrude owners are liable for their share of ongoing environmental obligations for the ultimate
reclamation of the Syncrude Project upon abandonment. Our share of Syncrude’s ongoing
environmentat obligations has been and is expected to continue to be funded out of our cash
flows. In addition, the owners have each directly posted letters of credit with the Province of
Alberta to secure the ultimate mining reclamation obligations of the owners. in addition to the
letters of credit posted with the Alberta government, Canadian OQil Sands maintains trust funds

for such reclamation liability.

In 2003, we contributed approximately $4 million, including earned interest, to our reclamation
trust accounts. In 2002, we contributed approximately $3 million. We anticipate that the mining
reclamation trust contributions we will continue to depaosit, along with the accumulating interest,
will be sufficient to pay our original 21.74 per cent share of the Syncrude Joint Venture’s
anticipated mining environmental and reclamation casts. The 13.75 per cent Syncrude interests
we acquired in 2003 historically did not have a mining reclamation trust account. Since
acquisition, we have accrued and deposited an amount related to current production into one
of the existing reclamation trust accounts on a basis similar to that being deposited for the
21.74 per cent interest held previously. The funding requirements of the reclamation trusts are

more fully described in Note 19 ta the consolidated financial statements.

A number of environmental regulations focus on limiting the emissions of gases and other
substances from the Syncrude operations. The Canadian federal government has ratified the
Kyoto Protocol and has indicated that total annual emissions for greenhouse gases for large
industrial emitters have been capped at 55 megatonnes, with emissions to be reduced by
15 per cent from current business as usual levels. The government has limited the cost of future
carbon credit purchases to a maximum of $15 per tonne. Based on these parameters, we have
estimated a maximum direct cost impact of $0.22 to $0.30 per barrel from 2008 to 2012 on
Syncrude’s operating costs for implementing the Kyoto Protocol, without further emission

improvements.

Numerous uncertainties regarding details of the Protocol’s implementation make it difficult to
estimate the full potential cost impact, such as third party supply chain costs related to the
Protocol. While we believe that our cost estimate is a reasonable one, we have no assurance
that the actual impact might not be substantially different from the estimate. However, we believe
that production will continue to be profitable under the current known factors. Operationally,
Syncrude also has moved towards lowering its emissions of SO, and CO,. Over time, the amount
of $0, and CO, has been decreased on a per barrel basis as Syncrude has adopted new
technologies and refining methods, such as the SG, scrubbing system as part of the Stage 3
expansion. The costs of meeting these environmental thresholds, however, increases operating

costs and/or capital costs, and as such, may impact the profitability of the operations.
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Regulations The Syncrude Project’s operations are subject to extensive Canadian federal,

provincial and local laws and regulations governing exploration, development, transportation,

production, exports, occupational health, protection and reclamation of the environment, safety
and other matters. Currently, we believe that Syncrude is in substantial compliance with all
applicable laws and regulations. During the Stage 3 construction, Syncrude has achieved very
high safety ratings in both the construction and operationat aspects at the plant. Additionally,
1 Syncrude has historically obtained renewals of its licenses and permits. While there can be no
assurance that government approvals required for certain licenses and permits will be provided,
we do not believe that there are any significant issues pending with the governmental authorities
which would cause Syncrude to lose its rights. In particular, the approval granted by the Alberta
Energy and Utilities Board for the Syncrude Project facility does not expire until December 31,
2035, and may be further extended upon application to the relevant regulatory authorities at
the time.

Foreign Ownership The trust indenture, under which the Trust was created, provides that no
more than 49 per cent of the units of Canadian Qil Sands Trust can be held by non-Canadian
residents. Depending upon the nature of the Trust’s operations at the time, the potential impact
of exceeding this threshold may be the loss of mutual fund status to the Trust, which may
significantly impact the valuation of the Trust units. As such, the Trust continues to monitor,
to the extent possible given the practical limitations regarding beneficial ownership
information, the level of non-Canadian resident Unitholders. To the best of our knowledge, the

Trust has always had less than 5o per cent non-Canadian resident Unitholders.

The Trust uses declarations from Unitholders and geographical searches to estimate the level
of Canadian and non-Canadian resident Unitholders of the Trust at certain periods throughout
the year. While the Trust believes that these results are reasonable estimations at the time they
are provided, the inability of all public issuers to obtain the residency information of its beneficial
holders means that issuers are reliant upon the information provided to the transfer agent. As
a result, the residency information is subject to the accuracy provided by third party data and
by system limitations. Accordingly, the reported level of Canadian ownership is subject to these

limitations and the level of Canadian ownership may change at any time without notice.

As at February 16, 2004, based on account data at December 31, 2003, Canadian Oil Sands
estimates that approximately 38 per cent of its units are held by non-Canadian residents with
the remaining 62 per cent held by Canadian residents. The Trust will continue to monitor its
non-resident ownership levels. if at any time the Trustee of the Trust becomes aware that the
49 per cent ownership limit is imminent, it may publish a notice and require completion of
residency declarations before the Trustee will complete any transfer of units. At the time that
the non-Canadian residency level exceeds 5o per cent, the Trustee may send a notice to
Unitholders and require them to sell their trust units, or a portion thereof within 6o days. If

the units are not sold within the 6o days or if the Unitholders are not able to provide evidence

45

Management’s Discussion and Analysis




that they are not non-residents, the Trustee may sell their units on the Unitholders’ behalf. The
trust indenture also atlows the Trustee to take any such other action that the Trustee deems
necessary or appropriate, including the withholding of distributions until such time as Unitholders
have satisfied the Trustee of their residency status and that such status does not violate the

limitation within the trust indenture.

Unlimited Liability Unlike corporate statutes, the legislation governing the creation of trusts
does not contain explicit language which limits the liability of Unitholders of the Trust to their
equity investment in the Trust. As a result, there is a possibility that Unitholders of the Trust
may not be protected from liabilities of the Trust to the same extent as a shareholder of a publicly
traded corporation and that potentially, Unitholders could be liable for tort claims such as
environmental claims. While this is a possibility, we believe that it is very remote. The trust
indenture itself provides that no Unitholder will be subject to any liability in connection with
the Trust or its obligations and affairs or for any act or omission of the Trustee, provided that
in the event that a court determines that Unitholders are subject to such liabilities, the liabilities
will be enforceable only against and will be satisfied out of the Trust’s assets. The trust indenture
also provides that contracts to which the Trust is a party should contain language restricting
the liability of Unitholders. Based on legal analysis and how the Trust is managed, we believe
that unlimited liability of Unitholders is a remote possibility. There is also a concentrated effort
by members of the investment community, public trusts and the Toronto Stock Exchange to
have legislation passed which would limit the liability of Unitholders. if such legislation is passed,

we intend to pursue action which would enable our Unitholders to benefit from the legislation.

Sensitivities
The following table provides an estimate of the impact that the crude oil and natural gas price
risks, foreign currency risk, and operationat risks have on the Trust’s cash flow and net income

for 2004, based on our forecast for 2004 as described in the Qutlook section of this MD&A:

2004 SENSITIVITY ANALYSIS

Net Income
Cash Flow Increase Increase/(Decrease)

Variable * Sensitivity $ millions  $/Trust unit $ millions  $/Trust unit
Syncrude operating

costs decrease (%1.00/bbl! 31 0.35 31 0.35
Syncrude operating

costs decrease C$50 million 18 0.21 18 0.21
WTI crude oil price increase US$1.00/bbl 22 0.24 22 0.24
Syncrude production increase 2 million bbls 22 0.25 19 0.22
Canadian dollar weakening Us$o.01/CH 9 0.11 3) 0.03)
AECO natural gas price

decrease C$0.50/G) 11 0.12 11 0.12

* An opposite change in each of these variables will result in the opposite cash flow and net income impacts.
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2004 OUTLOOK

Financial Forecast

Canadian 0Qil Sands is forecasting annual Syncrude production to range between 82 and 87
million barrels in 2004, or 29 to 31 million barrels net to the Trust based on its 35.49 per cent
interest. The upper end of the range reflects minor shutdowns to perform normal maintenance
and tie-ins for the Stage 3 expansion, while the low end of this range incorporates the possibility
of a turnaround of Coker 8-2 as it nears its normal maintenance cycle. Since December 2003,
Syncrude has experienced reliable operations with only minimal downtime for minor repairs.
Syncrude shipments during each of the months of December and January averaged 8 million

barrels, or 2.8 million barrels net to the Trust.

We have established our 2004 outlook based on annual Syncrude production of 86 million
barrels, or 30.5 million barrels net to the Trust. This production assumption, together with our
crude oil and currency exchange forecasts and current hedge positions, results in projected
net revenues of approximately $1 billion in 2004. We are projecting operating expenses at
approximately $551 million, or $18.07 per barrel, for 2004, assuming a natural gas cost of $5.90

per Gj. Non-production costs are projected at approximately $50 million.

We expect crude oil prices to moderate from their recent highs but to remain strong in 2004.
World oit demand is forecast to grow with strengthening economies in key consuming nations,
particularly China, while crude oil inventories remain low. in addition to healthy demand and
tight inventories, stable crude oil production from Irag, Nigeria and Venezuela continues to appear
uncertain due to political unrest, and OPEC remains committed to managing production quotas.
Within this framework, we are forecasting crude oil prices to average US$27 per barret WT!

in 2004.

The strength of the Canadian dollar has offset the positive effects of high WTI oil prices during

2003. We are forecasting an average currency exchange rate of US$0.76/Cdn.

We expect to record higher pipeline transportation costs and lower realized prices relative to
Canadian dollar WTI as more of our production is shipped beyond Edmenton, historically our
largest market, in response to the impact of increased volumes of synthetic crude oil in the

Edmonton market from growing Alberta oil sands production.
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We are estimating our share of Syncrude capital expenditures to total approximatety $1 bitlion
in 2004, of which about 75 per cent will be directed to the Stage 3 expansion. The Stage 3 project
completion date is estimated to be mid 2006, with total project costs estimated at $7.8 billion,
or $2.8 billion net to the Trust. This cost estimate is approximately $z billion higher than
Syncrude’s previous estimate of $5.7 billion, mainly as a result of engineering difficulties and

the under-estimation of revamping existing facilities and tie-ins.

Tax Rate Changes

During 2003, there were various tax rate changés péssed by the Federal and Alberta governments.
At the Federal level, corporate tax rates for resource companies will be reduced to 21 per cent
by 2007 from the current rate of 27 per cent. The Federal LCT rate of 0.225 per cent on a company’s
taxable capital base, after a $10 million exemption, will be eliminated over the next five years.
With regards to Crown royaities, over the next five years the 25 per cent resource allowance
deduction will be phased out and replaced with the deduction of actual Crown royalties paid
in the year. Provincially, Alberta corporate tax rates are reduced to 12.5 per cent in 2003 from

13 per cent in 2002.

The reduction and elimination of LCT will save the Trust cash taxes and have a positive impact
on cash flow. in 2003, LCT amounted to approximately $8 million. Even though the Trust is not
expected to payincome tax, the changes to resource taxation are expected to ultimately benefit
Unitholders. The deductibility of Crown royalties from Federal taxable income, particularly when
the royalty rate moves to 25 per cent of net revenues after capital and operating costs recovery,

will reduce the proportion of distributions that would otherwise be taxable to Unitholders.
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MANAGEMENT’S
REPORT
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Management is responsible for the information contained in this annual report. The
consolidated financial statements have been prepared in accordance with Canadian generally
accepted accounting principles, and include amounts based on management’s informed .
judgments and estimates. The financial and operating information included in this annual report

is consistent with that contained in the consolidated financial statements in all material respects.

To assist management in fulfilling its responsi bilities, systems of accounting and internal controls
are maintained to provide reasonable, but not absolute, assurance that financial information

is reliable and accurate, and that assets are adequately safeguarded.

External auditors, appointed by the Unitholders, have independently examined the consolidated
financial statements and conducted a review of accounting and internal controls to the extent
required under Canadian generally accepted auditing standards. They have performed such tests

as they deemed necessary to enable them to express an opinion on these financial statements.

The Board of Directors has appointed a four-person Audit Committee, consisting of directors
who are neither employees nor officers of the Trust and all of whom are independent. it meets
regularly wfth management and external auditors to discuss controls over the financial reporting
process, auditing and other financial reporting matters. In addition, the Audit Committee
recommends the appointment of the Trust’s external auditors, who are elected annually by the
Trust’s Unitholders. The Audit Committee has reviewed the financial statements and the contents
of the annual report with management and the external auditors. The Board of Directors has
approved the consolidated financial statements and the management’s discussion and analysis

on the recommendation of the Audit Committee.

a2 K /7%%«»\/

Marcel R. Coutu Allen R. Hagerman, FCA
President & Chief Executive Officer Chief Financial Officer
February 16, 2004 February 16, 2004




AUDITORS’ REPORT

To the Unitholders of'
Canadian Qil Sands Trust’

Auditor’s Report

‘Those standards requrre that we'plan and pe "orm an audlt to obtam reasonable assurance

‘statements An audrt also |ncludes assessmg the accountmg prlnuples used and srgmf‘cant' =

‘lanuary 22 2004, :
- exceptas to: Note 2o(c) ;

We have audrted the consohdated balance sheets of Canadlan Oll Sands Tmst asat December 31,

' ~2oo3 ‘and 2002 and. the consolldated statements ofi mcome and Unitholders’ equrty and cash

flows for the years then: ended These consolldated f’ nancral statements arethe responsrbrlrty

of the Trust’s management Our reSponsrblllty is to express an opinion on these financial . .

statements based on our audlts. U

We! conducted our audlts in accordance wrth Canadlan generally accepted auditing standards

u

estlmates made by management as well as evaluatmg the overall ﬁnancral statement presentatlon. ‘

‘the Fnancral posmon of ‘the Trus as at December 31, 2003 ‘and 2002 and the results of |ts

peratlons and rts cash ﬂows for the years then ended in accordance wrth Canadlan generally .

accepted accountmg prmcnples‘ e

Chartered Accountants .
Calgary,aAlberta‘ o

Wthh is as of March 4, 2004




CONSOLIDATED For the years ended December 31 ($ thousands, except per Trust unit amounts) 2003 2002
STATEMENTS OF Net revenues
INCOME AND
UNITHOLDERS’ Syncrude Sweet Blend revenues S 967,884 $ 722,076
EQUITY Transportation and marketing expense (35,821) (6,774)
932,063 715,302
Expenses
Operating 514,912 308,877
Non-production 38,235 19,392
Crown royalties (Note 18) 11,936 7,378
Administration 9,047 7,355
Insurance 7,418 5,812
Interest, net (Note 15) 67,832 38,737
Depreciation and depletion 94,750 55,091
Foreign exchange gain (135,165) (2,956)
Income and Large Corporations Tax (Note 12) 17,422 5,413
Future income tax recovery (Note 12) (2,246) -
Dividends on preferred shares of subsidiaries - 275
624,141 445,374
Net income $ 307,922 $ 269,928
Unitholders’ equity, beginning of year
As previously reported $ 956,501 $ 804,951
Prior period adjustment (Note 3) (244) (36,886)
As restated 956,257 768,065
Net income 307,922 269,928
Issue of Trust units (Note 13) 999,282 33,163
Unitholder distributions (Note 16) (169,885) (114,655)
Contributed surplus (Note 14(a)) 835 -
Unitholders’ equity, end of year $ 2,094,411 $ 956,501
Weighted-average Trust units 79,656 57,182
Trust units, end of year 87,195 57,684
Net income per Trust unit
Basic and diluted S 3.87 $ 4.72

See Notes to Consolidated Financial Statements.

Canadian Oil Sands Trust Annual Report 2003




CONSOLIDATED » ’ at Décember 31 (§ thousand:
BALANCE SHEETS CTTTE e e

Consolidated Financial Statements




CONSOLIDATED
STATEMENTS OF
CASH FLOWS

Canadian Oil Sands Trust Annual Report 2003

For the years ended December 31 ($ thousands) 2003 2002
Cash provided by (used in)
Operating activities
Net income $ 307,922 $ 269,928
Items not requiring outlay of cash
Depreciation and depletion 90,494 51,994
Site restoration provision 4,256 3,097
Amortization 3,061 874
Foreign exchange on long-term debt (147,162) (4,065}
Future income tax recovery (2,246) -
Stock-based compensation 591 ~
Site restoration costs (1,065} 1,150
Net change in deferred items 17,000 5,766
Funds from operations 272,851 326,444
Change in non-cash working capital (51,033) 29,321
221,818 355,765
Financing activities
Issuance of medium term and senior notes (Note 9) 571,740 -
Net drawdown of bank credit facilities (Note g) 390,552 -
Unitholder distributions (Note 16) (169,885) (114,655)
Issuance of Trust units (Note 13) 999,282 33,163
Redemption of preferred shares (Note 11) - (4,400)
Net change in deferred items (16,040) -
Change in non-cash working capital 14,755 453
1,790,404 (85,439)
Investing activities
Acquisition of Syncrude working interests (Note 4) (1,475,260) -
Capital expenditures (785,587) (403,203)
Reclamation trust (3,675) (2,559)
Change in non-cash working capital 39,032 8,093
(2,225,490) (397,669)
Decrease in cash (213,268) {127,343)
Cash, beginning of year 229,970 357,313
Cash, end of year S 16,702 $ 229,970
Supplemental Information
Income and Large Corporations Tax paid S 17,765 3 1,507
Interest charges paid $ 60,858 $ 50,519

See Notes to Consolidated Financial Statements.



NOTES TO - - STRUCTURE OF CANADIAN OIL SANDS TRUST

o . CONSOLIDATED ”Canadlan Oit'Sands Trust- (the Trust)-is-an open -ended rnvestment trust formed under the laws. of
: ;ll":\ll\': ;':l:TS 5 S “the Provmce ol’ Alberta i October 1995 pursuant toa trust indenture (TrUSt lndenture) whlch has - - ——
- T s ) srnce been amended and restated. Computershare Trust Company of Canada was appornted as Trustee R

: (Tabular amounts expressed i

N under the Trust lndenture The beneﬁcranes of the Trust are the holders (Unrtholders) of the umts (Umts)

. "m the Trust

e s R ‘J»The Trust through its wholly owned subSldrarres, owns a3s. 49 per cent lnterest (Workrng Interest) -

Syncrude Jomt Venture whlch lS |nvolved in the mrnrng and upgradrng of bitumen from orl sands S

' N:J thern Alberta

SUMMARY OF ACCOUNTING POLlClES

"

'The consolldated t'nancral statements have been prepared in accordance wrth accountrng prrncrplesb .

,(collectlvely, Canadran Oll Sands) The actrvrtres of the Syncrude lomt Venture are conducted ;omtly :

wrth‘ others and accordingly, these ﬁnancral statements reflect only the proportlonate mterest in suchf' :

'""ac ties, ‘which include’the" productlon operatmg costs, non: productron costs property, plant_'

. “and equipment caprtal expenditures, lnventorles other liabilities and associated amounts payable

“:Subistantially- all other activities and balances in these f'nancral statements lncludmg sales are.,
. ;applrcable drrectly to the actrvmes of Canadran oil Sands R
sh and short-term mvestments B o S
ivestments with matuntres of Iess than three months at purchase are consrdered to be cash equwalents‘ :

"‘nd are’ recorded atcost, ‘which’ approxrmates market value "

S .the costs of acqumng the Workmg lnterests and subsequent add _
Repalrs and mamtenance costs are expensed inithe perlod mcurred Proceeds from the sale of plan,

_and eqmpment are normally deducted from the caprtal base wrthout recognrtron of a gam or lo

A’ asset lmpalrment test ls applred to Canadlan Orl Sands prope _
e ;ensure that the- capltallzed costs do not exceed managements estlmate of future undrscounted

and general and admrnlstratrve expenses

nd rnclude pnmarlly leasehold‘m

‘Other capltal assets Other caprtal assets are recorded at cost a
rmprovements office fumrture and computer equrpment Deprecratlon is. prowded for usmg the stralght

‘ : line ‘method based on the estrmated useful lrves of the assets, Wthh range from three to ﬁve years
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Inventories
Product inventories are valued at the lower of the average cost of production for the period and their
net reatizable value. Materials and supplies inventories are valued at the lower of average cost and

replacement cost.

Future reclamation and site restoration costs

Estimated future reclamation and site restoration costs are provided for on the unit-of-production
method based on estimated proved reserves. Provisions for future reclamation and site restoration
costs are included in depreciation and depletion expense in the Consolidated Statements of Income

and Unitholders’ Equity. Actual costs are charged against the accumulated provision when incurred.

Derivative financial instruments

Canadian Oil Sands enters into foreign currency exchange rate, crude oiland natural gas price contracts
to hedge fluctuations in exchange rates, and the prices of crude oil and natura! gas. Gains and losses
on forward contracts are deferred and recognized as a component of the related transaction. Crude
oil and foreign currency hedging gains and losses are included in Syncrude Sweet Blend (SSB) revenues
as they are incurred. As natural gas is used in the production of SSB, any natural gas hedging gains

and losses are included in Operating expenses.

Canadian Oil Sands has also entered into interest rate swap agreements to manage its interest rate

risk. The gains and losses arising from these instruments are included in interest expense.

Revenues
Revenues from the sate of SSB are recorded when title passes from Canadian Oil Sands to its customer.
Revenues are recorded net of hedging gains and losses from foreign currency exchange rate and crude

oil price contracts.

Employee future benefits

Canadian Oil Sands accrues its obligations under Syncrude’s employee benefit plans and the related
costs, net of plan assets. The cost of employee pension and other retirement benefits is actuarially
determined using the projected benefit method based on length of service and reflects management’s
best estimate of the expected performance ofthe plan investment, salary escalation factors, retirement
ages of employees and future health care costs. The expected return on plan assets is based on the
fair value of those assets. Past service costs from plan amendments are amortized on a straight-line
basis over the estimated average remaining service life of active employees (EARSL) at the date of
amendment. The excess of any net actuarial gain or loss exceeding 10 per cent of the greater of the

berreﬁt obligation and fair value of the plan assets is amortized over the EARSL (Note 7(@).

Future income taxes

Canadian Oil Sands follows the liability method of accounting for income taxes. Under this method,
future income taxes of operating corporations are calculated as the difference between the accounting
and income tax basis of an asset or liability, referred to as temporary differences, tax effected using
substantively enacted income tax rates. Future income tax balances recorded on the Consolidated
Balance Sheet are adjusted to reflect changes in temporary differences and income tax rates with

the adjustments being recognized in net income in the period that the changes occur.



Stock based compensatlon

S Canadlan 0|| Sands recogmzes stock based compensatlon expense |n |ts-Consohdated Statement;i
;' i oflncome and Unltholders Eqmty for alltrust unit optvons (optlons) granted durmg the year w1th a.

S ucorrespondmg increase to contrlbuted surplus in. Umtholders Equnty Canad|an Ovl Sands determmes
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b) Foreign currency exchange gains and losses

On January 1, 2002, Canadian Qil Sands retroactively adopted the new requirements of the CICA
regarding accounting for foreign currency exchange gains and losses. Under those requirements,
unrealized exchange gains and losses related to foreign currency denominated monetary assets and
liabilities are recognized in income immediately. Prior to the adoption of these requirements, the
unrealized exchange gains and losses were deferred and amortized over the life of the asset or liability.
The impact on 2002 was a decrease to opening retained earnings of $36.9 million and an increase

to net income of $4.1 million,

4. ACQUISITION OF SYNCRUDE WORKING INTERESTS

a) On February 28, 2003, Canadian Oil Sands closed the acquisition with EnCana Corporation (EnCana)
to purchase an indirect 10 per cent Working Interest in Syncrude for approximately $1.05 bitlion cash,
with an effective transaction date of February 1, 2003. At this time, Canadian Qi Sands also obtained
an option to purchase, under similar terms and conditions, EnCana’s remaining 3.75 per cent interest
in Syncrude and a six per cent gross overriding royalty (GORR) on another 1.25 per cent indirect
Syncrude interest in certain leases held by a third party independent oil and gas company. This option

was exercised in June 2003.

b) On)uly 1o, 2003, Canadian Qil Sands completed its purchase of EnCana’s remaining 3.75 per cent
interest in Syncrude and GORR on certain leases relating to a 1.25 per cent indirect Syncrude interest

for approximately $430 million cash, with an effective transaction date of February 1, 2003.

The acquisitions have been accounted for as a purchase of assets in accordance with Canadian
generally accepted accounting principles. The purchase price, including the working capital adjustments

and purchase price adjustments, has been atlocated to the assets and liabilities as follows:

February July Total 2003
acquisition(®) acquisition(2)  acquisitions
Net assets and liabilities assumed

Property, plant and equipment $ 1,403,860 $ 453,303 $1,857,163
Working capital deficiency (29,892) G771 (30,369)
Other liabilities (44,127) (16,095) (60,222)
Future reclamation and site restoration costs (15,338) 6,799) (22,137)
Future income taxes (267,004) @ (267,004)

$ 1,047,499 $ 429,932 $1,477,431

Consideration
Cash $ 1,040,999 $ 429,932 $1,470,931
Costs associated with acquisition 6,500 6 6,500

$1,047,49% $ 429,932 $1,477,431

(1) Acquisition of 10 per cent working interest from EnCana, which closed February 28, 2003.

(2) Acquisition of 3.75 per cent working interest and six per cent GORR from EnCana, pursuant to the option agreement.
The acquisition closed july 10, 2003.

(3) included in the working capital deficiency is cash acquired of approximately $2.2 million.
(4) There was no future income tax as a result of the 3.75 per cent acquisition as the working interest is held in a partnership,
and owned by a trust.

(s) Costs associated with the acquisition were not material as many of the costs were incurred in the 10 per cent working
interest acquisition.
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Currently, Canadian Oil Sands has a dispute with EnCana over a purchase price adiustm’evnt of
approximately $45 million regarding the value of the Syncrude pension liability relating to the Working . - v
interest acqursrtron the outcome of which was not determinable at December 31, 2003. If Canadran;_ .

Oil Sands is successful, the purchase price would be reduced by $45 million, with a corresponding -

" decrease to Property, plant and equ‘ipment;
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- Deprecratlon and depletron expense was $90 5 mrllron in-2003" (2002 $52 0 mrllron) Total Stage 3

7. omHER UABILTES

. Employeefuturebenet'ts (@) - ’ I B s

December 31, 2003 ™~

Accumulated” N
) Depreciation - " NetBook -
- Cost and Depletion © 7 Value

Property, plant and equipment $ 4,486,654 S 464365 S 4,;)'.22;,289; i
© Ottier capitat assets . 842 - 204 ‘638
' S4487,496 S 464569 S 4,022,927

December 31 2002 . - .
Property, plant and equrpment " $ 1,844,067 $ 374,051 $:1,470,016
“Other capital assets SR o679 24 655
' ' ' ‘ si,saa.'ﬂrs _$ 374075 s 1,470,;571 :

—

expansron expenditures ofapproxrmately $514 mlllron were excluded from the deprecrable net asset

base at December 31, 2003 (2002 $11o mrllron)

'90,608
26727}
..1,02‘1' L2
S 94,301 $ 24, 753
e e 740)
-93-,'6_36"~g~ $.- 22, 013,

Caprtal lease oblrgatrons (b)

‘a) Employee future benefits -
Syncrude Canada Ltd., the operator ofthe Syncrude lornt Venture, has a defined benefit and two def nedf

contribution plans provrdrng pensron benefits, and other post employment benefits plans coverlng -v .

most of its employees.

Canadian Oil Sands’ share of the'total expense, based onits varying working interests durrng 2003" S
and 21.74 per cent’ ownershlp in 2002, for Syncrude’s def'ned contrrbutron pension plans for 2003 o .

and 2002 was $1 4 mrllron and $o 9 mrllron, respectrvely




Canadian Oil Sands’ share of Syncrude’s defined benefit plan accrued iability, based on its 35.49 per

cent ownership at December 31, 2003 and 21.74 per cent ownership at December 31, 2002, is as follows:

Pension Benefit Plan Other Benefit Plans
2003 2002 2003 2002
Accrued benefit obligation
Balance - Beginning of year S 184,938 $ 172,074 S 17,892 $ 17,102
Acquired * 116,969 - 11,316 -
Current service cost 12,681 7,498 844 499
Interest cost 19,694 11,235 1,894 1,103
Benefits paid (10,392) (5,869) (1,128) - (812)
Actuarial loss 27,360 - 2,466 -
Balance ~ End of year $ 351,250 $ 184,938 S 33,284 $ 17,892
Plan assets
Actuarial fair value -

Beginning of year S 111,115 $ 121,915 S - $ -
Acquired? 70,278 - - -
Annual return on plan assets 32,726 (9,951) - -
Employer contributions 8,946 5,257 - -
Plan costs - (483) - . -
Benefits paid (9,938) (5,623) - -
Actuarial fair value — End of year 213,127 111,115 - -

Funded status - Plan deficit (138,123) (73,823) (33,284) (17,892)
Unamortized net actuarial loss 2 73,995 66,733 5,408 3,038
Unamortized past service costs 2 1,396 1,535 - -
Accrued benefit liability S (62,732} $  (5555) S (27,876) $ (14,854)

1 Canadian Qil Sands assumed the employee benefit obligation relating to the additional 13.75 per cent working interest
acquired from EnCana during 2003.

2 Amortized over the expected average remaining service lives of employees covered by the plan, generally 13 years.

The significant assumptions adopted in measuring Syncrude’s accrued benefit obligations are as follows:

Pension Benefit Plan Other Benefit Plans

2003 2002 2003 2002
Discount rate — Beginning of year 6.5% 6.5% 6.5% 6.5%
Discount rate - End of year 6.0% 6.5% 6.0% 6.5%
Long-term rate of return on plan assets 9.0% 9.0% N/A N/A
Rate of increase in compensation levels 4.0% 4.0% 4.0% 4.0%

. For measurement purposes, a 10 per cent annual rate of increase in the cost of supplementat heaith
care benefits was assumed for 2003 and the next two years, and 5.5 per cent thereafter. In addition,
annual rate increases of 3 per cent in Alberta health care premiums and 4 per cent in dental rates

were used.
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R . Pens on‘Beneﬁt Plan

; CoE T 2003 R “2002.
Current service cost L om o $ 11523 0§ L 7,498
Interestcost . - 19,687 {11,235
Expected return o plan assets . ) (16,316) ¢!

" Amortization of net actuaiial loss ™ o 3711

S A?noytizatidh of past service costs-

‘ Line of credxt (b)
Operatmg credut facmty © -
O_peratmg credlg facility, (d) :
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d) The $415 million operating credit facility consists of a $138 million extendible 364-day revolving
tranche with a two-year term out, and a $277 million three-year extendible term tranche. Amounts
borrowed through this facility bear interest at a floating rate based on bankers’ acceptances plus a

credit spread, while any unused amounts are subject to standby fees.

e) These credit agreements contain typical covenants relating to the restriction on Canadian Oil Sands’
ability to sell all or substantially all of its assets or to change the nature of its business. In addition,
Canadian Oil Sands has agreed to maintain its senior debt to book capitalization at an amount less
than 0.55 to 1.0, to maintain total debt-to-total book capitalization at an amount less than 0.60 to
1.0, and restrict distributions by way of the trust royalty payments from COSL if COSL's credit ratings
fall below investment grade. The Trust and certain affiliates of COSL which hold Working Interests

in Syncrude guarantee the debt owing under such facilities.

As at December 31, 2003 approximately $391 million of the operating credit facilities was drawn, and

is included in long-term debt on the Consolidated Balance Sheet.

9. LONG-TERM DEBT

2003 2002
7.625% Senior Notes due May 15, 2007 (3 S 90,468 $ 110,572
5.75% medium term notes due April g, 2008 (b) 150,000 -
5.8% Senior Notes due August 15, 2013 © 387,720 -
7.9% Senior Notes due September 1, 2021 d) 323,100 394,900
8.2% Senior Notes due April 1, 2027 (e) 95,573 116,811
Credit facilities drawn, excluding letters of credit (Note 8) 390,552 -

$ 1,437,413 $ 622,283

a) 7.625% Senior Notes

On May 20, 1997, a former subsidiary of the Trust, Canadian Oit Sands Investments Inc. (COSHI) issued
US$70 million of 7.625% Senior Notes, maturing May 15, 2c07. These notes are senior unsecured
obligations of COSL (successor to COS!l) ranking pari passu with all other senior unsecured and
unsubordinated indebtedness of COSL. There are certain covenants under the indenture, including
limitations on sale of assets and granting liens or other security interests. After giving effect to the
interest rate swap agreements (Note 17(b)) and exchange rate fluctuations, the effective interest rate
on the 7.625% Senior Notes was 5.6% in 2003 compared with 5.9% in 2002. Interest is payable on

the notes semi-annually on May 15 and November 15.

b) s5.75% Medium Term Notes

On April 8, 2003, COSLissued $150 million of 5.75% unsecured medium term notes. The notes mature
on Aprit 9, 2008. They are unsecured obligations of COSL ranking pari passu with other senior unsecured
and unsubordinated indebtedness of COSL and are guaranteed by the Trust. There are certain covenants
under the indenture, including limitations on sale of assets and granting liens or other security interests.

Interest is payable on the notes semi-annually on Aprit and October 9.




¢ 5.8% Senior Notes . )
On August 6, 2003, COSL issued US$300 million of 5.8% unsecured Senior Notes in the United States

pursuant to-a private placement exemption. The notes mature on August 15, 2013. They are unsecured -

obligations of COSL ranking pari passu with other senior unsecured and unsubordinated indebtedness ..
of COSL., There are certain covenants under the indenture, including limitations on sale of assets and . i
granting liéns or other security interests. Interest is payable on the notes semi-annually on February 15 '

and August 15, with the first interest payment due February 15, 2004.

L L d) . 7.9% Senior Notes LU T
) ' On August 24, 2001, COSL rssued US$250 million of 7.9% Senior Notes maturing September 1, 2021 ’

S e The notes are unsecured obhgatrons of COSL and rank pari passu with all other unsecured and‘f '

: unsubordlnated mdebtedness of COSL. There are certain covenants under the indenture, lncludmg.
limitations on debt levels, sale of assets and granting liens or other security interests. interest rs :

payable on the notes.semi- annually on March rand- September 1.

e) 8.2% Senior Notes

On Apnl 4,1997, a former subsrdrary of the Trust, Athabasca Oil Sands Investments lnc (AOSII) |ssued]-5 -
US$75 million of 8.2% Senior Notes maturing April 1, 2027, and retired US$1.05 miltion during 2000.
These notes-are senior unsecured obligations of COSL ('successorto AOSIY) and rank pari pa'ssu yyith
all other senior uns‘ecured'and unSUbordinated-obligatiOns. There are certain covenants under the
indenture, including timitations on sale of assets and granting liens or other security interests. Interes_t - -

-is payable on the notes semi- annually on Aprll 1 and October 1.

" DEFERRED CURRENCY HEDGING GAINS ' PRI
Canadian Qil Sands is exposed to ﬂuctuatrons inthe U.S. Canadlan currency exchange rate In 1996

R . ’ Canadian O|l Sands entered |nto currency’ hedglng contracts to fix the exchange rate in future years. .

- During 1999, Canadian Oil Sands unwound- vanous positions and exchanged the resulting gain for.. -

adjustments to other exrstmg currency contracts For accountmg purposes, the gain wrll be recognlzed

as revenue over the perlod 2006 to 2016, whrch is'when the hedging contracts would havé explred"

e . . had they not been unwound (Note 17(a)) Dunng 2003, Canadlan Oil Sands received payments totallmg -

$5.4 million’ (2002 $5 1 million); related to the unrecogmzed gam resulting in a cumulative deferral o

of $22 million in currency hedging gams

11, PREFERRED SHARES

OnOctober 31, 2oo njunctlon wrth the termmatron ofthe Admmlstratrve Servrces Agreement E

~ with EnCana, COSH and AOSII redeemed the preferred shares held by EnCana (formerly PanCanadian

Energy Corporatlon) The 2,000 shares were redeemed at the retraction amount of approxrmately
$4.5 miltion, being the amount of capital paid for the shares when they were issued of $4 4 mrllron

- plus the accrued unpaid dlvrdends of apprommately $0.1 million.

. : S ' 63
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12. INCOME TAXES

a) Taxation of the Trust

Payments received by the Trust in the form of royalty payments, interest, distributions or other income
from its subsidiaries are taxable income to the Trust. As the Trust is entitled to deduct its cost of
acquiring trust royalties, its administrative costs and distributions to Unitholders to the extent of its
taxable income, the Trust is not expected to be liable for income taxes either currently or in the

foreseeable future.

In preparing the 2002 tax return, Canadian Oil Sands found that there was an error in the 2001 Trust
tax return prepared by its former tax service provider. In September 2003, the Trust paid $10 million
to CCRA being $9 million for the 2001 tax liability and the balance relating to accrued interest. Canadian
Oil Sands is currently taking action to recover the cash payment from the former tax service provider.
As the exact amount of the recovery is not certain at this time, the item has been disclosed as a

contingent gain (see Note 22).

b) Taxation of the operating subsidiaries

Operating subsidiaries of the Trust are subject to tax in the same manner as any other corporation.
However, as royalty and interest payments made by the operating subsidiaries to the Trust are
deductible in computing the operating subsidiaries’ taxable income, the operating subsidiaries are
not expected to pay significant taxes either currently or in the future under existing tax legislation,

with the exception of Large Corporations tax.

The tax provision recorded on the consolidated financial statements differs from the amount computed
by applying the combined Canadian federal and provincial income tax statutory rate to income before

tax as follows:

2003 2002
Income before taxes $ 323,098 $ 275,341
Statutory rates
Federal 38.00% 38.00%
Federal abatement -10.00% -10.00%
Federal surtax 1.12% 1.12%
Alberta provincial rate 12.62% 13.12%
81.74% 62.24%
Expected taxes at statutory rate $ 134,861 $ 116,304
Add (Deduct) the tax effect of:
Net income of the Trust - tax sheltered (127,493) (112,966)
Resource allowance (21,006} (23,559)
Non-deductible Crown charges 3,140 2,545
Capital tax 7,764 2,664
2001 Reassessmévnt 9,262 -
Tax rate changes 12,577 -
Increase to valuation altowance - 19,000
Other (3,929) 1,425
Provision for taxes $ 15176 $ 54613




v
i
1
]
i

Canad|an Oll Sands income taxes are calculated accordmg to. government tax laws and regulatvons, ;

whlch results in different values for certam assets and llabllltles for'i lncome tax purposes than for &
financial statement purposes The amount shown onthe Consohdated Balance Sheet as future lncome :
taxes represents the net dlfferences between tax- values and book carrymg values on'the operatmg
sub5|d»anes Balance Sheet at substantlvely enacted tax rates GAAP requires this future tax llablllty

to: be recogmzed inthe consolldated fi nancral statements These future taxes are not expected to.

result in cash taxes bemg ald as a result of expected future mtercompany royalty and lnterest

deductlons at the operatlng subs:dlary level

- Capital and other assets in excess oftaxvalue L S5 e92,335) | (135,926) <
" Net llabllmes in excess of tax. value '. " S _' LT Sl 227870 220,771
Le_ss.\{aluatlon a‘llov‘va}nce o S e . o
o Balance at December 31 o . ' 175.'(264,758)‘

As at December 31 2003 the’ followmg are the estnmated balances avallable for deductlon agamstv.

future taxable xncome-

Canadlan oil Sands Trust )
Canadlan Development Expense

- Equity Issue Costs - )
Canadxan Oll Sands lelted and other operatmg sub5|d|ar S: .
) Undeprecnated Capltal Costs (UCC)A2 co

: Federal uce- S e dm T o 1774360
) U ProvinciatUce’ L e L BRI 1504751;
) _ Canad|an Development Expense (CDE) - v ‘ :
) i ) “Federat CDE’
R Provmual CDE FRIE A . - ) 2
I v . Debt IssueCosts Sl ) = AR . L 1'6,_257‘

1 Deducttble at a declmmg balance rate“ f 30% annually o

2 Majonty deductnble ata dechnmg balance rate of 25% annually Approxnmately $839 mnllzon is not avallable for use’ unul
T the UE -1 upgrader is put into servuce T Lo . . . <

"~ 2003 | i iseoz

Umtholders capltal (a) St P $ 1;708,1_&3 $ 708 901
Accumulated earnlngs» Sl e I .0 1,227,485 ) 919,523' k
,Pri “enod ad}ustment (Note 9. SR (244) C T

Accumulated unitholder dfstnbutnons o : A _ T - (841, ,808) | - “,(671;923) R
g Contrrbuted,surplus (}Noteqq(a))’ L e ’ c 835 1 e s
S - R ' ‘ ‘ '$.2,094,411 | .$ 956,501 -
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a)' Unitholders’ capital

A maximum of 500,000,000 Units have been created for issuance pursuant to the Trust indenture.
The Units represent a beneficial interest in the Trust, share equally in all distributions from the Trust
and carry equat voting rights. No conversion, retraction or pre-emptive rights are attached to the Units.
Units are redeemable at the option of the Unitholder at a price that is the lesser of go per cent of
the average closing price of the Units on the principal trading market for the previous 10 trading days
and the closing market price on the date of tender for redemption, subject to restrictions on the amount

to be redeemed each quarter.

In February 2003, the Trust raised $756 million, $732 million net of issue costs, in new equity to finance
a significant portion of the $1.05 billion acquisition of the 10 per cent Working Interest in Syncrude
from EnCana. The equity issue was comprised of a public offering of 12.3 million Units for gross proceeds
of $431 million, and a private placement with a large U.S. institutional investor of 9.4 million Units

for gross proceeds of $325 million.

In july 2003, the Trust raised an additional $228 million, $220 million net of issue costs, in new equity
to support financing of the $430 million acquisition of the 3.75 per cent Working Interest in Syncrude
from EnCana. The equity issue was comprised of a public offering of 5.5 million Units for gross proceeds
of $193 million, and a private placement with a large Canadian bank of one miltion Units for gross

proceeds of $35 million.

In 2003, including public and private placement equity offerings and the Premium Distribution
Reinvestment and Optional Unit Purchase Plan (DRIP), 29.5 mitlion Units with net proceeds of $1 billion
were issued (2002 - 0.9 million Units for net proceeds of $33 million). The following table summarizes

the Units that have been issued for cash proceeds:

Net Proceeds - Number
Date per Unit of Units Net Proceeds
Balance, January 1, 2002 56,779 $ 675,738
February 28, 2002 $ 36.28 168 $ 6,108
May 31, 2002 $  39.12 262 $ 10,263
August 30, 2002 $ 36.88 258 $ 9,514
November 29, 2002 $  33.52 217 $ 7,278
Balance, December 31, 2002 57,684 $ 708,901
February 28, 2003 $ 3376 21,854 $ 737,855
May 29, 2003 $ 3299 269 $ 8,880
July 3, 2003 $ 33.82 6,500 $ 219,841
August 29, 2003 $  35.65 421 $ 15013
November 28, 2003 $ 37.89 467 $ 17,693
Balance, December 31, 2003 87,195 $ 1,708,183

The Trust has a Unitholder Rights Plan (the Rights Plan) designed to provide the Trust and its Unitholders
with sufficient time to explore and develop alternatives for maximizing Unithoider vaiue if a takeover
bid is made for the Trust. One right has been issued and attached to each Unit outstanding. Rights issued

under the Rights Plan become exercisable when a person, and any related parties, has acquired or begins
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As at December 31, 2003, the following options were issued:

Weighted

Number of Average

Date Options Exercise Price
Qutstanding at January 1, 2002 - $ -
Granted in 2002 256.0 38.67
Qutstanding at December 31, 2002 256.0 38.67
Granted in 2003 127.9 39.32
Cancelled in 2003 . (60.0) 39.08
Qutstanding at December 31, 2003 323.9 38.85
Exercisable at December 31, 2003 65.3 $ 38.55

There were no options exercisable at December 31, 2002.

The range of exercise prices of the options is $34.73 to $40.61.

The exercise price deemed for options is based on the weighted-average price of the Units for the
five trading days immediately prior to the grant date which may be less than, equal to or greater
than the grant date market value of such Units. For options granted in each of 2003 and 2002, the

exercise price was not materially different from the price of the Units on the grant date.

The fair value of each option is estimated on the grant date using the Black-Scholes option-pricing
model. The weighted-average fair values of the options granted during the various periods and the

weighted-average assumptions used in their determination are as noted below:

2003 \ 2002
Risk-free interest rate (%) 4.07 4.60
Expected life (years) - 5.00 5.00
Expected volatility (%) ) 20.00 27.00
Expected distribution per Trust unit ($) 2.00 2.00
Fair value per stock option ($) 5.00 6.79

The weighted average fair value of all options granted during the year is approximately $0.6 million

(2002 ~ $1.7 million).

As a result of the retroactive change in accounting policy related to stock-based compensation as
explained in Note 3, compensation costs of $0.6 miltion have been included in Administration expenses
in Canadian Oil Sands’ net income, with a corresponding increase to contributed surplus included
in Unitholders’ Equity. Stock-based compensation expense of $o.2 million relating to options
granted in 2002 has been charged to opening retained earnings with a corresponding increase

to contributed surplus.




to certam employees The phantom unlts have value |fthe composnte value of the welghted average: ”

stock prlce of'60 per cent of Canadlan Oll Sand' T ust S Unlts and 40 per cent of various other jomt

ol
7 72,056 |




17. DERIVATIVE FINANCIAL INSTRUMENTS
The fair values of financial instruments that are included in the Consohdated Balance Sheet, with
the exception of the Senior Notes and medium term notes, approximate their recorded amount. The

fair values of the Senior Notes and medium term notes are as follows:

2003 2002
Carrying - Estimated Carrying Estimated
Amount . FairVvalue Amount Fair Value
7.625% Senior Notes due
May 15, 2007 $ 90,468 S 110,543 $ 110,572 $ 122,578
5.75% medium term notes due
April 9, 2008 - 150,000 157,080 - -
5.8% Senior Notes due A
August 15, 2013 387,720 393,109 - -
7.9% Senior Notes due
September 1, 2021 ) 323,100 363,811 394,900 429,813
8.2% Senior Notes due ; ,
April 1, 2027 95,573 112,661 116,811 127,388
$ 1,046,861 S 1,137,204 $ 622,283 $ 679,779

Canadian Oil Sands has entered into currency exchange contracts, interest rate swap agreements,
and forward contracts for crude oil and natural gas to minimize the impact of fluctuations in currency
exchange rates, interest rates, and prices of natura! gas and crude oil. Unrecognized gains (losses)

on these risk management activities and the fair values of the derivative financial instruments were

as follows:
December 31 2003 2002
Unrecognized Estimated Unrecognized Estimated
Gains {Losses) Fair Value Gains (Losses) Fair Value
Currency exchange contracts (a) $ 49,733 $ 47,497 $ (42,651) $ (39,271)
Interest rate swaps (b) 5,408 5,092 8,553 7.874
Crude oil price contracts (¢} (68,603) (67,968) (43,488) (42,948)
Natural gas price contracts (d) - - 2,968 2,956
Total gains (losses) ' S (13,462) S (15,379) $ (74,618) $ (71,389)

a) Currency exchange contracts

As at December 31, 2003, Canadian Oil Sands had entered into foreign exchange contracts to sell
approximately US$272 million at rates averaging US$0.665 to US$0.692 over the years 2004 t0 2007.
As at December 31, 2003, the gain on forward forelgn currency exchange contracts not recognized
in income was $49.7 million (2002 —loss of $42.7 million). In 1996, Canadian Qil Sands entered into
currency exchange contracts, fixing the exchange rate on US$1.5 billion at approximately US$0.694
per Canadian dollar with quarterly cash settlements untit June 2016. During 1999, Canadian Oil Sands
exchanged gains on closing certain forward currency contracts for adjustments to the terms of existing
currency contracts. These transactions eliminated currency exchange commitments beyond june 30,
2006, and swapped the underlying value for currency exchange contracts, wh|ch reduced the exchange

rate to US$0.658 from US$0.694 on the remaining US$466 million of currency commitments.
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d) Natural gas price contracts

Purchased energy costs represent a significant component of Canadian Oil Sands’ operating cost.
To assist in protecting cash flows associated with changes in natural gas prices, Canadian Oil Sands
entered into a forward purchase of 20,000 gigajoules (G)) per day of natural gas at an average AECO
price of $3.44 per gigajoule in January 2002. This represented approximately 60 per cent of its share
of Syncrude’s consumption. The contracts began April 2002 and extended to March 2003. During
2003, natural gas hedging gains of $5.7 million were recorded as a reduction to operating expenses

(2002 - $5.2 million).

e) Creditrisk

Crude oil sales revenue credit risk is managed‘ by limiting the exposure to customers with a credit
rating below investment grade to a maximum of 25 per cent of Canadian Qil Sands consolidated.
accounts receivable. The maximum exposure to any one customer is limited based on the credit rating
of that customer. Risk is further mitigated as sales revenue receivables are due and settled in the
month following the sale. The use of financial instruments involves a degree of credit risk which
Canadian Oil Sands manages through its credit policies and by selecting counterparties of high credit

quality. Canadian Oil Sands does not expect any counterparty to fail to meet its obligations.

18. CROWN ROYALTIES

The Alberta Crown Agreement created a joint Venture (the Alberta Joint Venture) between the Province
of Alberta as lessor and the Syncrude participants as lessees. |ts purpose was to annually establish,
using a deemed net profit concept, the basis on which Syncrude’s annual production is to be shared

by the lessor and each of the lessees.

Beginning in 2002, the Alberta Crown royalty agreement was replaced with Alberta’s generic OHl Sands
Royalty. Under this regime, the Crown royalty is calculated as the greater of one per cent of gross
revenue or 25 per cent of net révenue before hedging, after deducting applicable operating and capital
costs. In each of 2003 and 2002, the Crown royalty was calculated at one per cent of gross revenue.
As Syncrude is in a significant capital program, Canadian 0il Sands expects to pay only the minimum
one per cent royalty for the next few years. As at December 31, 2003, carry forward deductions for

royalty purposes were approximately $1.2 billion, $0.4 billion net to Canadian Oil Sands.

19. FUTURE RECLAMATION AND SITE RESTORATION COSTS

Canadian Oil Sands and each of the other owners of Syncrude are liable for their share of ongoing
environment obligations for the uitimate reclamation of the Syncrude Joint Venture on abandonment.
Canadian 0il Sands has agreed to deposit $0.1322 per barrel of 55B produced attributable to its
21.74 per cent Working Interest to mining reclamation trusts established for the purpose of funding
the operating subsidiaries’ share of environmental and reclamation obligations. Funding for the
remaining 13.75 per cent Working Interests owned by Canadian Oil Sands has been accrued and
deposited on production since the Working Interests were acquired, however, mining reclamation
trust accounts for the 13.75 per cent Working Interest did not exist prior to the acquisition by Canadian
0il Sands. Including interest earned on contributions, the reclamation trusts have accumulated

$16.6 miltion to December 31, 2003 (2002 — $12.9 million).
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. a) Marketmg agreement

Canad|an oil Sands also has posted a letter of credlt with the Province of Alberta in the amount of

$31 mllhon to secure its:pro rata share of the ultlmate reclamatoon obllgatlons of the Syncrude Joint

- Venture participants.-

A p'rp“\'/is'ibn of"so 17 ‘per barrel of production for future rectamation and site restoration costs,

aggregatmg to $4. 3 miltion and’ ‘$3.1.million in’ 2003 and 2002, respectlvely, has been included in
the provrsron for deprecxatlon and depletron The current year provisions combined with the liability

recorded on the acquusmon ofthe 13.75 per cent Working Intefest resultedina future site reclamatlon

llabrhty on the Consohdated Balance Sheet of $57 6 mllhon at December 31,2003 Management reviews
. the rate of $o 17 per barrel an Vually to ensure it |s adequate based on the estimated costs of future
reclamatuon and snte restoratron costs prowded by Syncrude and the proved reserves. Total future -
reclamatlon and srte restoratlon costs are estlmated to be $223 mllllon net to the Trust based on

Canadxan O|l Sands spent $1 1 mtlllon in'2003 (2002 - $1.2 mllhon) on -

-

) Under the terms ofthe Marketmg Servu:es Agreement between COosL and EnCana EnCana markets

‘ mmum monthly fee of $3

Transportatlon and marketmg fees expense on the Consohdated Statement oflncome and Umtholders

: ,‘3to make fertrllzer Under the agreement whrch begms in 2005 and has a mlmmum term of 15 years

Syncrude IS commrtted to provrde_the waste stream from the Flue Gas Desulphunzatlon Unit and

$3 mlthon per year. . .-
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e) Office lease

Canadian Oit Sands entered into a 10-year office lease agreement, beginning December 1, 2002, with
a right to terminate the lease after five years. The lease and Canadian Qil Sands’ share of operating
costs are paid on a monthly basis. Total annual lease costs, including operating costs, are anticipated

to average approximately $370,000 per year over the next four years.

f) Tax assessment

In December 2002, Canada Customs and Revenue Agency (CCRA) reassessed the 1997 tax year of
COSII. The nature of the reassessment pertained to the Syncrude Remission Order (SRO) and the
deductibility of certain royalties’ credits. Since December 2002, CCRA has audited the years up to
2000 for both COS!t and AOSH. CCRA is still reviewing the SRO reassessments of both companies,
but it is expected that there will be no cash income taxes owing on the reassessments. The
reassessments will result in changes to various tax pool balances carried forward for deduction in
subsequent years, however, the timing of when the assessments will be resolved and the impact on

the tax pool batances are not yet determinable.

g) Pipeline commitments v _

Canadian Oil Sands has a long-term agreement with Athabasca Oil Sands Pipeline Limited (AOSPL)
to transport preduction from the Syncrude plant gate to Edmonton, Alberta, Canada. The agreement
provides for reimbursement on a cost of service basis, including operating expenses, cash taxes paid,
and a return on the depreciated rate base. The agreement commits Canadian Oil Sandé to pay its
proportionate share of the cost of service whether or not it ships any production on the pipeline.
The cost of service in 2003, based an Canadian Oil Sands’ varying working interests during the year,
was $15.3 million (2002 — $6.4 million, based on a 21.74 per cent Working Interest). The projected
cost of service for 2004 is $21 million, based on Canadian 0il Sands’ 35.49 per cent Working Interest

at December 31, 2003 and is expected to remain around this level through 2008.

h) General

Various suits and claims arising in the ordinary course of busine}ss are pending against Syncrude
Canada ltd., the agent for the participants. While the ultimate effect of such actions cannot be
ascertained at this time, in the opinion of the management, the liabilities which could reasonably
be expected to arise from such actions would not be significant in relation to the operations of Syncrude.
Syncrude Canada Ltd. as well as Canadian Oil Sands and the other Syncrude Joint Venture owners

also have claims pending against various parties, the outcomes of which are not yet determinable.
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STATISTICAL SUMMARY -

($ thousands, except as indicated) 2003 2002 2001 2000 1999 1998
Net revenues 932,063 715,302 663,053 665,495 468,488 328,653
Operating costs 514,912 308,877 327,116 276,231 216,105 219,432
Non-production costs 38,235 19,392 17,794 7,198 5,961 5,622
Crown royalties 11,936 7,378 52,540 124,830 9,471 120
Administration 9,047 7,355 8,381 9,497 7,847 3,878
Insurance 7,418 5,812 4,243 2,083 2,128 2,148
Interest, net 67,832 38,737 20,326 13,495 11,231 13,174
Depreciation and depletion 94,750 55,091 60,451 55,235 66,019 57,266
Foreign exchange loss (gain) (135,165) (2,956) 23,538 5,588 (11,541) 13,604
Income and Large Corporations Tax . 17,422 5,413 1,852 1,584 1,286 867
Future income tax recovery (2,246) - - - - -
Dividends on preferred shares of subsidiaries - 275 420 660 660 660
Net income 307,922 269,928 146,392 169,094 159,321 11,882
Per Trust unit (§) 3.87 4.72 2.58 2.98 2.81 0.22
Funds from operations 272,851 326,444 226,908 232,635 206,418 81,368
Per Trust unit ($) 3.43 571 4.00 4.10 3.64 1.51
Unitholder distributions 169,885 114,655 156,121 132,562 71,820 18,900
Per Trust unit ($) 2.00 2.00 2,75 2.34 1.27 0.35
Capita! expenditures 785,587 403,203 179,514 110,441 163,202 107,715
Reserves (million bbls, net to COS)
Proved reserves 1,070 676 694 713 598 597
Proved and probable reserves 1,810 N/A N/A N/A N/A N/A
Resource (includes proved and probable reserves) 3,240 1,794 1,808 1,831 1,830 1,847
Average daily sales (bbls) 66,793 49,806 48,508 44,145 48,456 - 45,497
Operating netback ($/bbl) ]
Average realized sales price 38.23 39.35 37.46 41.15 26.50 19.93
Operating costs 21.12 16.99 18.48 17.14 12.22 13.21
Crown royalties 0.49 0.41 2.97 7.75 0.54 0.01
Netback price 16.62 21.95 16.01 16.26 13.74 6.71
Financial ratios
Net debt to cash flow (times) 5.2 1.2 1.2 0.5 0.5 1.9
Net debt to total capitalization (%) 40.4 29.1 25.9 12.0 11.4 20.9
Return on average Unitholders’ equity (%) 202 31.3 18.3 20.8 22.4 2.1
Number of Trust units outstanding Gn thousands) 87,195 57,684 56,779 56,750 56,750 54,000
$/Unit prices*
High 45.70 44.85 41.95 33.00 25.90 24.50
Low 32.26 33.28 . 29.25 23.50 16.90 14.00
Close 45.69 38.05 38.50 29.10 24,90 16.80
Trading volume (thousands of Trust units)* 45,417 33,296 20,360 12,673 8,657 9,657

* Data prior to the July 5, 2001, merger date represent Athabasca Oil Sands Trust, the surviving entity.
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GLOSSARY

Bitumen
The molasses-like substance that comprises up to
18% of oil sands.

Carbon dioxide (CO2)

A non-toxic gas produced from decaying materials,
respiration of plant and animal life, and
combustion of organic matter, including fossit
fuels; carbon dioxide is the most common
greenhouse gas produced by human activities.

Cokers

Vessels in which bitumen is cracked into its
fractions and from which coke is withdrawn to
start the process of converting bitumen to
upgraded crude oil. ’

Conventional ofl

Petroleum found in liquid form, flowing naturally,
or capable of being pumped without further
processing or dilution.

Debottleneck

Debottlenecking systematically removes plant
capacity limitations through modifications of
existing facilities and/or addition of capital
facilities. Debottlenecking commonly provides a
modest (10-20%) capacity improvement versus a
major capital intensive expansion.

Dragline
A large machine that digs oil sand from the mine
pit and piles it into windrows.

Extractfon
The process of separating bitumen from oil sand.

Flue gas scrubber
Equipment that removes sulphur dioxide and other
emissions from a coker.

Fluid coking

A maijor part of the upgrading process whereby
high temperatures in a coker remove carbon and
cause bitumen molecutes to reformulate into
lighter products that become the main ingredients
in upgraded crude oil.

Greenhouse gases
Any of various gases that contribute to the
greenhouse effect.

Canadian Qil Sands Trust Annual Report 2003

Gross overriding royalty (GORR)

Six percent gross overriding royalty on revenues
from the working interest in respect of certain
leases included in the Syncrude project.

Oil sand(s)

A composition of sand, bitumen, mineral rich clays
and water. Bitumen, in its raw state, is black,
asphalt-like oil - as thick as molasses. It reguires
upgrading to make it transportable by pipeline and
usable by conventional refineries.

Alberta oil sand(s) deposits

The four deposits, Athabasca, Peace River, Cold
Lake and Wabasca, have total resource in place
estimated at more than 1.7 trillion to 2.5 trillion
barrels. The Athabasca Oil Sands deposit,
Alberta’s largest and most accessible source of
bitumen, contains more than ane trillion barrels of
bitumen over an area encompassing more than
30,000 square kilometres.

Qil sand(s) lease

A long-term agreement with the provincial
government which permits the leaseholder to
extract bitumen, other metals and minerals
contained in the oil sands in the specified
lease area.

Qverburden
A tayer of rocky, clay-like material beneath
muskeg.

Sulphur dioxide (SO2)
A compound of sulphur and oxygen produced by
burning sulphur.

Syncrude 21

In 1996, Syncrude embarked on a 5-stage
expansion plan, which is anticipated to more than
double production of a higher-quality oit at lower
operating costs.

Syncrude joint venture

Formed for the purpose of exploiting the
Athabasca 0il Sands, which includes the Syncrude
plant, facilities and leases acquired or developed
in connection therewith; participants include:
Canadian Oit Sands Limited Partnership (5%);
Canadian Oil Sands Limited (31.74%); Conoco
Phillips Oilsands Partnership 1} {9.03%); Imperial
0il Resources (25%); Mocal Energy Limited (5%);
Murphy Oil Company Ltd. (5%); Nexen Inc.
(7.23%); and Petro-Canada (12%).

Syncrude Sweet Blend (558)

A 100% upgraded, high-quality product with 31° to
33° AP1, low sulphur (0.1% to 0.2%), low residuals
and excellent low-temperature pour gualities.

Syncrude Sweet Premium (55P)

A new product that is expected to be introduced
with the startup of Syncrude’s UE-1 expansion
project; the quality of the distillate cuts wilf
improve significantly with lower sulphur and
nitrogen levels as weil as higher diesel cetane
numbers and kerosene smoke points.

Synthetic crude oil
A high-quality product resulting from the mining,
extraction and upgrading of thick, tar-like bitumen.

Tailings

A combination of water, sand, sitt and fine clay
particles that is a by-product of removing bitumen
from oil sand. '

Turnaround

A regular event essential for good maintenance of
the mining, producing and upgrading facilities. A
turnaround(s) may reduce SSB production but
does not usually halt it entirely as the various
operating units are duplicated.

Upgrading

The conversion of heavy bitumen into a lighter
crude oit by increasing the ratio of hydrogen to
carbon, either by removing carbon (coking) or
adding hydrogen (hydroprocessing).

Abbreviations

barrel(s) bbt, bbls
barrel(s)/day bbl/d, bbls/d
millions of barrels MMbbls
_carbon dioxide o,

New York Mercantile Exchange  NYMEX
sutphur dioxide S0,
Syncrude Sweet Blend SSB
Syncrude Sweet Premium sSsp

West Texas Intermediate WTl
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GLOSSARY

"Acquisition" means the purchase of an additional 13.75% working interest in the Syncrude Joint Venture
which occurred in 2003;

"Alberta Crown Agreement” means the agreement between the Province of Alberta and the Syncrude
Participants providing for payments to the Province of Alberta of the Crown Royalty in lieu of Crown
Royalties;

"4EP'" means Alberta Environmental Protection;

"4EPEA" means Alberta Environmental Protection and Enhancement Act;
"40SII" means Athabasca Oil Sands Investments Inc.;

"40ST"” means Athabasca Oil Sands Trust;

"bitumen" in its raw state, is a black, asphalt-like oil;

"bucketwheel reclaimer’" means a very large machine that scoops up mined oil sand and places it on
CONVeyors;

"CCRA" means Canada Customs and Revenue Agency;

"CO' means carbon monoxide;

"CO," means carbon dioxide;

"CT" means Canadian Oil Sands Commercial Trust;

"Canadian Oil Sands”, ""us" or "we'’ mean collectively the Trust, the Corporation and CT;

"coker'" means vessels in which bitumen is cracked into its fractions and coke is withdrawn to start the
conversion process of bitumen to upgraded crude oil;

"Corporation” means Canadian Oil Sands Limited, the continuing corporation resulting from the
amalgamation of AOSII, COSII and COSL on January 1, 2003;

"COSIHI" means Canadian Oil Sands Investments Inc.;
"COSL" means Canadian Oil Sands Limited, prior to the amalgamation with AOSII and COSII;
""COST' means the former Canadian Oil Sands Trust, which was merged with the Trust;

"cracking” means a process which breaks large, complex hydrocarbon molecules into smaller, simpler
compounds by means of heat;

"Crown Royalty"” or "Crown Royalties” means the payments to be made to the Province of Alberta
pursuant to the Alberta Crown Agreement or under the generic crown royalty scheme;




"deemed unit price" means, generally, the fair market price received as the result of an arms length basis for
the sale of SSB;

"double roll crusher' means a large unit which crushes the oil sands and deposits the crushed oil sands on
to a conveyor;

"dragline" means a large machine which digs oil sand from the mine pit and places it into elongated piles;

"ERCB" means the Energy Resources Conservation Board of Alberta, a governmental body that oversees
the exploration and development of natural resources in Alberta;

"EUB" means Alberta Energy Utilities Board;
"EnCana" means EnCana Corporation, formerly PanCanadian Energy Corporation;
"extraction' means the process of separating the bitumen from the oil sand;

"fines (fine tailings)" means essentially, muddy water, which is about 85% water and 15% fine cla
S Y Y Yy
particles by volume that is produced as a result of extraction;

"First Acquisition” means the acquisition of the 10% interest in Syncrude from EnCana which was
completed on February 28, 2003;

"joint venture" means an economic activity resulting from a contractual arrangement whereby two or more
venturers jointly control the economic activity;

"Manager' means, prior to January 1, 2003, AOSII and COSII and, on and after January 1, 2003, the
Corporation;

"naphtha’ means a light fraction of crude oil used to make gasoline;
"oil sand'" is comprised of sand, bitumen, mineral rich clays and water;

"Option Acquisition” means the acquisition of the 3.75% interest in Syncrude and the 6% GORR from
EnCana which acquisition was completed on July 10, 2003;

"Plan" means the Premium Distribution, Distribution Re-Investment and Optional Unit Purchase Plan;
"residuum' means the fraction of bitumen that remains after the light ends have been distilled;

"SSB" means Syncrude™ Sweet Blend;

"SSP" means Syncrude™ Sweet Premium;

"Syncrude' means, collectively, the Syncrude Joint Venture and the Syncrude Project;

"Syncrude Joint Venture" means the joint venture formed by the Syncrude Participants for the purpose of
exploiting the Athabasca oil sands, which includes the Syncrude Plant and leases acquired or developed in
connection therewith;




"Syncrude Participants’ means Canadian Oil Sands Limited Partnership (5%), the Corporation (31.74%),
ConocoPhillips Oilsands Partnership II (9.03%), Imperial Oil Resources (25%), Mocal Energy Limited
(5%), Murphy Oil Company Ltd. (5%), Nexen Inc. (7.23%) and Petro-Canada Oil and Gas (12%), the
corporations or partnerships that own the undivided interests in the Syncrude Project and their respective

successors and assigns in interest from time to time to;
%

"Syncrude Plant” means the plant anﬂ facilities owned by the Syncrude Participants and operated by
Syncrude Canada Ltd. located at Mildred Lake, approximately 40 kilometres north of Fort McMurray,
Alberta, where the mining, extraction e‘md upgrading of bitumen occurs;

"Syncrude Project” means (a) the sc;“:heme for recovery of oil sands, crude bitumen or products derived
therefrom originally approved in Approval No. 1920 of the ERCB and currently approved in Approval Nos.
8573 and 8250, as issued by the EUB (as successor of the ERCB), as such scheme may be amended or
superseded from time to time, (b) all l‘oroperty now owned or hereafter acquired or developed by the owners
participating from time to time in such scheme or by Syncrude Canada Ltd. on their behalf in connection
with such scheme, (c) the oil sands leases and (d) any other scheme or schemes implemented for the purpose
of recovering oil sands, crude bitumen or products derived from those oil sands leases related to such scheme
or schemes and all property acquired cj‘>r developed in connection with such scheme or schemes;

|
"Trust' means Canadian Oil Sands Trust, which prior to the merger with COST, was known as Athabasca

Oil Sands Trust; |

r

|
"trust royalty’ means the net roya]fy paid by the Manager on the production of synthetic crude oil and
associated products, attributable to each Manager's respective working interest in Syncrude;

|

"Unitholders' means the holders of the units of the Trust; and

"upgrading' means the conversion of heavy bitumen into a lighter crude oil by increasing the hydrogen to
carbon ratio, either through the removal of carbon (coking) or the addition of hydrogen (hydroprocessing).

UNITS

API a measure of specific gravity
bbl barrel

bbls/d barrels per day

C. N Celsius

gjor GJ gigajoule

NOTE: All figures are provided in Canadian dollars unless otherwise noted.
All information is as at December 31, 2003, unless specified otherwise.




FORWARD-LOOKING INFORMATION ADVISORY

In the interest of providing Canadian Qil Sands Trust ("Canadian Oil Sands", "we" or "us™)
Unitholders and potential investors with information regarding Canadian Oil Sands, including the
Corporation's assessment of Canadian Oil Sands' future plans and operations, certain statements
throughout this Annual Information Form ("AIF") contain "forward-looking statements”. Forward-
looking statements are typically identified by words such as "anticipate”, "expect”, "believe”, "plan”,

“intend" or similar words suggesting future outcomes, or statements regarding an outlook with respect to:
the expected production level at Syncrude for 2004 and beyond, and the resulting oil production per day
for Canadian Oil Sands; the expected level of oil and natural gas prices; the anticipated impact that certain
factors such as natural gas and oil prices, foreign exchange and operating costs have on Canadian Oil
Sands' cash flow and net income; the aggregate capital cost of the Stage 3 expansion and the completion
date for such expansion; the amount of reserves recoverable and the time frame to recover such reserves;
the impact of the Kyoto Protocol on Canadian Qil Sands; the estimate of reserves and resources; and the
anticipated maintenance work at Syncrude and the impact such maintenance will have on Canadian Oil
Sands’ financial results. You are cautioned not to place undue reliance on forward-looking statements, as
there can be no assurance that the plans, intentions or expectations upon which they are based will occur.
By their nature, forward-looking statements involve numerous assumptions, known and unknown risks
and uncertainties, both general and specific, that contribute to the possibility that the predictions,
forecasts, projections and other forward-looking statements will not occur. Although Canadian Oil Sands
believes that the expectations represented by such forward-looking statements are reasonable, there can be
no assurance that such expectations will prove to be correct. Some of the risks and other factors which
could cause results to differ materially from those expressed in the forward-looking statements contained
in this AIF include, but are not limited to: volatility of crude oil and natural gas prices, product supply
and demand, market competition, Canadian Oil Sands' ability to either generate sufficient cash flow from
operations to meet its current and future obligations or obtain external sources of debt and equity capital,
changes in environmental and other regulations, general economic, business and market conditions, and
such other risks and uncertainties described from time to time in the reports and filings made with
securities regulatory authorities by Canadian Oil Sands. You are cautioned that the foregoing list of
important factors is not exhaustive. Furthermore, the forward-looking statements contained in this AIF are
made as of the date of this AIF, and Canadian Oil Sands does not undertake any obligation to update
publicly or to revise any of the included forward-looking statements, whether as a result of new
information, future events or otherwise. The forward-looking statements contained in this AIF are
expressly qualified by this cautionary statement.

THE TRUST AND ITS STRUCTURE
Name and Formatiqn

The Trust is an open-ended investment trust formed in October 1995 under the laws of the
Province of Alberta pursuant to an amended and restated trust indenture created upon the merger of the
Athabasca Oil Sands Trust ("AOST") and the former Canadian Qil Sands Trust ("COST"). On July 5,
2001, AOST acquired all the assets of COST and assumed all the liabilities of COST in exchange for
AOST units equal to the number of COST units issued and outstanding as of such date. AOST then
changed its name to Canadian Oil Sands Trust.. As a result of the approval of certain option plans by
Unitholders at the Trust's annual and special meeting held on April 25, 2002 and of the approval of
certain amendments to the trust indenture terms at the annual and special meeting of unitholders of the
Trust held on April 22, 2003, the trust indenture is being further amended and restated to reflect the
adoption of such plans along with amendments passed at the 2003 unitholders' meeting which allow for




electronic voting and the issuance of convertible securities by the Trust. The current trustee is
Computershare Trust Company of Canada (the "Trustee").

The registered and head office of the Trust is located at 2500 First Canadian Centre, 350 — 7®
Avenue S.W., Calgary, Alberta, T2P 3NO.

Intercorporate Relationships

The following table provides the name, the percentage of voting securities owned and the
jurisdiction of incorporation, continuance or formation of the Trust's subsidiaries and partnership as at
March 22, 2004.

Percentage of Jurisdiction of
Voting Securities Incorporation/
(directly or indirectly) Formation
Canadian Oil Sands Limited (the "Corporation")®® 100% Alberta
Canadian Oil Sands Commercial Trust ("CT™)® 100% Alberta
Canadian OQil Sands Limited Partnership ("LP") 75% Alberta
834541 Alberta Ltd. ("834541")® 100% Alberta
Notes:
(1) Total assets and tota) revenues of this entity constituted more than 10% of the consolidated assets and consolidated revenues of the
Trust at December 31, 2003.
2) Holds a 31.74% working interest in Syncrude.
3) Holds a beneficial 3.75% working interest in Syncrude through its holding of limited partnership units of Canadian Oil Sands Limited
Partnership.
4) Was dissolved effective July 1, 2003 and awaiting final tax clearance before formal dissolution documents filed.




The following diagram outlines the corporate structure of the Trust and its subsidiaries as at

December 31, 2003:
Public Unitholders
Trust
GORR Trust Royalties
CT Ordinary Units Common Shares
(100%) (100%)
Canadia” COSL Preferred Shares (100%)
Oil Sands Canadian Oil Sands Limited
Commercial
Trust (CT) > (COSL)
CT Special Units (100%)
Trust Royalty
75% interest
(effective 3.75% o
working interest in "3 1.74 Az working
Syncrude) interest
34 Party — 5% worki
Canadian OQil Sands 5% working
Limited Partnership interest

25% interest
(Effective 1.25%
working interest

in Syncrude
subject to GORR)

Syncrude Joint Venture

If we can obtain satisfactory rulings from Canada Customs and Revenue Agency ("CCRA") that
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GENERAL DEVELOPMENT OF THE BUSINESS

Summary

We are the largest energy trust in Canada, based on market capitalization as at March 9, 2004 of
approximately $4.0 billion, and the only public investment vehicle that provides a non-diversified
ownership in Syncrude, the largest oil sands project in the world. Syncrude is located near Fort
McMurray, Alberta, Canada and operates large oil sands mines, electrical power utility plants, bitumen
extraction plants and an upgrading complex that processes bitumen into a light sweet crude oil. The
Syncrude operation is comprised of four major operating areas: mining, extraction, upgrading and
utilities. Syncrude's principal product is a high quality, light, sweet synthetic crude oil blend, referred to
as "Syncrude Sweet Blend" ("SSB"), which has an average gravity of about 32° API and low sulphur
content of between 0.1% and 0.2%. The Trust's business is its indirect ownership of Syncrude and the
marketing and sales of SSB derived from such ownership.

On July 5, 2001, the Trust was created by the merger of AOST and COST, which trusts held an
11.74% and 10% working interest, respectively, in Syncrude. Following the merger, the Trust's indirect
21.74% working interest in Syncrude was administered by PanCanadian Petroleum Limited (now EnCana
Corporation) ("EnCana") pursuant to an administrative services agreement. In August 2001, Canadian
Oil Sands hired Mr. Coutu as President and Chief Executive Officer to oversee the Trust's working
interests and assume a more active management role in relation to the Trust's assets. This internalization
of management continued, when in the fall of 2002, the Corporation terminated the administrative
services agreement with EnCana and hired its own staff.

As at March 22, 2004, the Trust's indirect 35.49% working interest in Syncrude is held through
the Trust's ownership in the Corporation and CT. The Corporation pays a net royalty ("trust royalty") on
the production of synthetic crude oil and associated products, attributable to its working interest in
Syncrude, to the Trust (as to an aggregate 21.74% working interest) and to CT (as to a 9.5% working
interest). CT distributes income net of expenses as distributions on its ordinary units and special units to
the Trust and the Corporation, respectively. The Trust in turn receives the trust royalties and distributions
and makes distributions to Unitholders. CT also acts as general partner and holds 75% of the limited
partnership units in Canadian Oil Sands Limited Partnership (the "LP") which in turn holds a 5% working
interest in Syncrude. The other 25% of the limited partnership interests in the LP are held by a third party
independent oil and gas company. The LP pays a 6% gross overriding royalty ("GORR") directly to the
Trust on revenues from the total 5% working interest in respect of production by Syncrude from leases 17
and 22. When LP distributes the remaining profits after payment of the GORR to the Trust, CT's 75%
share is paid to the Trust and the Corporation as distributions on the ordinary and special units
respectively. The Corporation uses these funds from CT and eamings on the 0.5% working interest that is
not subject to a royalty to meet a portion of its current operating and debt requirements.

The Corporation manages CT's interest in the LP and as such oversees the 35.49% working
interest in Syncrude. In addition, the Corporation is responsible for the management of the Trust.
Specific responsibilities are as follows: (i) to ensure compliance by the Trust with continuous disclosure
obligations under all applicable securities legislation; (ii) to provide investor relations services; (iii) to
provide, or cause to be provided to Unitholders, all information to which Unitholders are entitled under
the amended and restated trust indenture; (iv) to call, hold and distribute material including notices of
meetings and information circulars in respect of all necessary meetings of Unitholders; (v) to determine
the amounts payable from time to time to Unitholders and to arrange for distribution to Unitholders of
distributable income; and (vi) to determine the timing and terms of future offerings of units, if any.




The Syncrude Joint Venture is owned as various undivided interests by the Syncrude Participants.
The assets of the Syncrude Joint Venture are operated and managed by Syncrude Canada Ltd., which is
owned by the Syncrude Participants in the same proportions as their interest in the Syncrude Joint Venture.
Syncrude Canada Ltd. is a single purpose company with no significant assets. The Syncrude Management
Committee governs Syncrude and each Participant nominates a representative to the committee, which is
charged with setting the strategic direction for and making decisions regarding the operation of the Syncrude
Joint Venture. Our President and Chief Executive Officer is the Chairman of the Syncrude Management
Committee and Chairman of the Board of Directors of Syncrude Canada Ltd. He also chairs the CEO
Committee of the Board of Syncrude Canada Ltd. Our Chief Financial Officer of the Corporation is the
Chairman of the Audit and Pension Committee of the Board of Syncrude Canada Ltd. Each Participant
receives its share of production in kind and is responsible for the subsequent marketing of such share of the
production. Syncrude commenced production in 1978 and has, through capital investment, technological
and efficiency improvements, increased production at the Syncrude Plant in 19 out of 25 years of operation.

Funds generated for Canadian Oil Sands from operations at Syncrude are highly dependent on net
selling prices received for the SSB product, production volumes, and operating costs to produce SSB. We
have contracted out the marketing of our share of Syncrude volumes to EnCana, which markets these
volumes to refineries in Canada and the U.S. for a fee. The prices we receive for our SSB product
correlate closely to U.S. West Texas Intermediate ("WTI") oil prices, and are also impacted by
movements in U.S.-Canadian foreign exchange rates. Crude oil prices can be volatile, reflecting world
events and supply and demand fundamentals. During the past three years, WTI prices have fluctuated
from a high of U.5.$37.83 per barrel to a low of U.S.$17.45 per barrel.

Production volumes reflect the capacity of the Syncrude facility and reliability of operations. Our
proven reserve life index estimated at 35 years provides a secure, reliable source of bitumen for the
production of SSB. However, the process of mining, extracting and upgrading bitumen is a highly
technical and complex manufacturing operation that requires regular maintenance of the various operating
units, which can affect production volumes, and consequently, net revenues. Production volumes have the
greatest impact on per barrel operating costs as a large proportion of the costs are fixed. The most
significant variable cost is natural gas which is used in the production process. Therefore, operating costs
are also sensitive to changes in natural gas prices.

In addition to funding ongoing operations, funds generated from operations are used to pay
distributions to our Unitholders and to partially fund our share of Syncrude’s expansion projects.
Syncrude is currently in the midst of the largest expansion project in its history, known as Stage 3. The
expansion is designed to increase annual Syncrude production to 128 million barrels, reduce unit
operating costs and enhance the product quality of SSB. Stage 3 is scheduled for completion in mid 2006
and the total project cost currently is estimated at $7.8 billion, or $2.8 billion net to the Trust. See the
discussion under Syncrude below.

Significant Acquisitions

On February 28, 2003, we completed the purchase from EnCana of an indirect 10% working
interest in the Syncrude Joint Venture for aggregate cash consideration of approximately $1.1 billion (the
"First Acquisition"). The First Acquisition was effected pursuant to an acquisition agreement dated
February 3, 2003 (the "Acquisition Agreement") under which the Corporation acquired: (i) all of the
outstanding trust units and debt obligations of CT, which at the time of closing of the First Acquisition
held legally (and beneficially) a 9.5% working interest (10% legal interest) in the Syncrude Joint Venture;
and (ii) all of the outstanding shares of 834541 (formerly AEC Qil Sands GP Ltd.), which at the time of
closing of the First Acquisition held (beneficially) an additional 0.5% working interest in the Syncrude
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Joint Venture. Immediately following the First Acquisition, the Corporation transferred all of the
ordinary units of CT to the Trust and transferred all of the shares of 834541 to CT. Following certain
regulatory approvals, the Trust effected a restructuring of the 10% Syncrude interest such that the
aggregate 31.74% working interest in Syncrude is held directly by the Corporation rather than by three
separate legal entities.

Pursuant to the Acquisition Agreement, the Corporation also acquired certain rights in relation to:
(i) EnCana's remaining 3.75% working interest in the Syncrude Joint Venture that was held by AEC Oil
Sands Limited Partnership, including a 6% gross overriding royalty on such 3.75% working interest in
respect of certain of the leases included in the Syncrude Project; and (ii) EnCana's 6% gross overriding
royalty on another 1.25% working interest in respect of certain of the leases included in the Syncrude
Project (collectively, the "Remaining Interest"). The Corporation exercised this option in May 2003 and
completed the purchase of the Remaining Interest, for an aggregate purchase price of approximately $430
million.

The $1.1 billion purchase price for the First Acquisition was financed by means of: (i) a sale by
the Trust of 12,322,250 Units by way of subscription receipts at a price of $35.00 for aggregate gross
proceeds of approximately $431 million (the "Subscription Offering"); (ii) a sale by the Trust of a further
9,352,518 Units at a price of $34.75 on a private placement basis to certain mutual funds managed by
Capital Research and Management Company for aggregate gross proceeds of approximately $325 million
(the "Private Placement"); (iii) a draw by the Corporation of approximately $350 million under a credit
facility of up to $560 million that had been obtained from affiliates of each of CIBC World Markets Inc.
and Merrill Lynch Canada Inc. (the "Original Acquisition Facility"). The Subscription Offering closed on
February 27, 2003 and the Private Placement closed on February 28, 2003.

On March 28, 2003, the Original Acquisition Facility was replaced with a $560 million
syndicated credit facility (the "Replacement Acquisition Facility") and permitted amounts drawn under
that facility to be used to finance additional asset purchases related to the Acquisition and, following
repayment of such acquisition amounts, up to $225 million for general corporate purposes. On April 9,
2003, the Corporation issued $150 million of 5.75% unsecured notes (the "Notes") which mature on April
9, 2008. The proceeds from such note issuance were used to pay down the Replacement Acquisition
Facility to $200 million, leaving $360 million available for the acquisition of the Remaining Interest.

The $430 million purchase price for the Option Acquisition was financed by means of : (i) a sale
by the Trust of 5,500,000 Units (including 1,200,000 pursuant to the exercise of an underwriters' over-
allotment option) at a price of $35.15 each for aggregate gross proceeds of approximately $193 million
(the "Unit Offering"); (ii) a sale by the Trust of a further 1,000,000 Units at a price of $35.15 each on a
private placement basis for gross proceeds of approximately $35 million ("Bought Deal"); and (iii) a draw
by the Corporation of approximately $220 million under the Replacement Acquisition Facility. The Unit
Offering and Bought Deal closed on July 10, 2003.

Syncrude

Syncrude produces SSB by surface mining certain Athabasca oil sands deposits, extracting the
bitumen and upgrading the bitumen to a light, sweet crude oil. Bitumen, in its raw state, is a thick
molasses-like, black crude oil that requires upgrading to make it transportable by pipelines and useable by
conventional refineries. The upgraded bitumen or SSB produced at the Syncrude Plant is marketed to
various refineries throughout Canada and the United States.



Syncrude has, through the introduction of pioneering technologies, improved energy efficiency,
reduced atmospheric emissions and increased the amount of oil recovered and produced. Current
proprietary technologies, developed over the last 12 years, include low-energy extraction, which reduces
the process temperatures to extract bitumen from the oil sands, resulting in energy savings and emission
reductions. Another innovation is hydrotransport, where oil sands and water are combined into a slurry
and transported via pipeline to the extraction plant. This technology reduces maintenance and operating
costs. Syncrude has developed the technology to pipeline bitumen froth (approximately 60% bitumen,
30% water and 10% fine solids) called "natural flow lubricity" without the use of a diluent, which is
normally used to pipeline viscous heavy oil. This innovation improves the economies of operating oil
sands mines farther from the extraction facilities, such as the Aurora mine. By 2007, all mined oil sands
are expected to be moved by pipelines as the older operations are phased out, other than the oil sands
from the North Mine auxiliary mining system.

In 2000, Syncrude commenced mining and extraction operations at a third site, the Aurora North
Mine, located approximately 35 kilometres from the Mildred Lake plant site. In early 2001, after several
years of planning, Syncrude Participants approved the Stage 3 expansion, which is the largest stage of
Syncrude's expansion plans in Syncrude's 26 year history. At the end of 2003, engineering and design work
on the upgrader expansion ("UE-1") was approximately 84% complete and construction was approximately
35% complete. A separate component of the expansion, the Aurora 2 mining and extraction train ("Aurora
2"), was completed in October 2003 and put into service before year end. The Aurora 2 train was completed
within two months of the scheduled completion date and about 4% over budget. To date, the Aurora 2 train
has operated as designed and provides additional flexibility in the production and transportation of bitumen
from Aurora to the Mildred Lake upgrader.

In November 2002, Canadian Oil Sands confirmed the increase in the total estimated cost to the
Syncrude Joint Venture for the Stage 3 expansion from the initial $4.1 billion estimate provided early in
2002 to approximately $5.7 billion. By late 2003, the UE-1 project was over 2 months behind schedule and
costs began accruing above plan. As a result, Syncrude commissioned further resources from experts to
study the project in more detail and depth. From the end of 2003 to March 2004, Syncrude, assisted by
many independent experts sourced worldwide and from the project management ranks of the Syncrude
Participants, including experts from ExxonMobil, reassessed the status of Stage 3. As a result of this
further analysis and evaluation, on March 4, 2004, Syncrude advised the Syncrude Participants of a new
increased cost estimate for the Stage 3 project. Syncrude advised that the majority of the capital cost
increases stem from the protracted engineering phase at the beginning of the project and underestimating
the complexity of revamping existing facilities and tie-ins, which together have overshadowed the
relatively strong productivity on the greenfield components of the construction. In particular, Syncrude
currently estimates that it will take 25 million manhours to complete UE-1 rather than the 15 million
manhours included in the earlier estimated cost for the project. The net impact on Canadian Qil Sands
from the prior estimates is an increase of about $750 million.

Based on such third party analysis, on March 4, 2004, Canadian Qil Sands announced that the cost
of completing Stage 3 was expected to further increase to $7.8 billion. After giving effect to this revised
estimate, the total estimated cost net to Canadian Oil Sands based on its 35.49% ownership interest is
approximately $2.8 billion. The total Stage 3 expansion net to Canadian Oil Sands is comprised of $2.5
billion for UE-1 and $0.26 billion for Aurora 2.

Significant reorganization and forward plans are being implemented as a result of this new

information. In particular, many of these project management specialists who participated in the project
review, including a number of experts from ExxonMobil, will be introduced into a newly reorganized
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project management structure to oversee the completion of Stage 3. Syncrude’s third-party contractors
also have been instructed to strengthen their on-site construction management teams.

Stage 3 expenditures to March 1, 2004 total $4.7 billion, which include the completion of the
Aurora 2 mining train and about 37% completion of construction for the upgrader expansion (UE-1) with
the purchase of materials, modules and equipment over 90% complete.

Following this project assessment, Syncrude’s decision to extend the construction period rather
than attempt to dramatically ramp up the workforce is consistent with its original contingency plan, which
is founded on recent industry experience that such tactics do not accelerate the completion date, but
merely reduce productivity and further increase costs.

Canadian Oil Sands' view is that the current loss in schedule of three months will not be
recaptured, and in fact, will continue to trend toward a longer delay of six to eight months to mechanical
completion with an additional two to four months to an in-service date, resulting in a mid 2006 full
completion date. Similar peak workforce levels of 4,500 to 5,500 people will remain but for an additional
duration, contributing largely to the approximate $2 billion increase in the forecast completion cost. As
previously announced, the $0.7 billion bitumen production expansion component of Stage 3, known as
the Aurora 2 mine, already was completed on time and approximately 4% over budget and is currently
operating according to plan.

Canadian Qil Sands expects that the outlook for its 2004 capital program will increase from $750
million to about $1.0 billion, 75% of which will represent Stage 3 investment. Details of the capital
program for 2004, 2005 and 2006 are: 2004 — $1.0 billion; 2005 —~ $0.6 billion; and 2006 — $0.2 billion of
which approximately 75%, 65% and 10%, respectively are related to Stage 3 costs.

Canadian Oil Sands monitors its financing plan continually, and it does not currently foresee
having to take any action regarding its current distributions; however, new equity outside of the Trust’s
DRIP likely will be required in due course, the amount and timing of which will be highly sensitive to
crude oil prices and production performance.

Two additional expansion phases to follow Stage 3 also are in the preliminary design phase and
have not been approved nor has the potential timing of any implementation of such expansions been
determined. The Stage 4 expansion is expected to be principally a debottlenecking of the facilities and is
expected to increase production to 150 million barrels per year. The Stage 5 expansion is conceptually
another coker and additional mining trains, similar to Stage 3, and could increase production to
approximately 200 million barrels per year. Stages 4 and 5 expansions are preliminary and have not
received approval. They would only be considered once Stage 3 is completed and operating satisfactorily.

NARRATIVE DESCRIPTION OF THE BUSINESS

Syncrude is focused on maintaining a strong foundation of operational excellence to provide
reliable production of SSB. To help achieve this goal, the following objectives have been identified:
improve operational reliability; reduce unit operating costs; increase bitumen productive capacity;
improve energy and environmenta) efficiency; and capture expansion related economies of scale. These
objectives apply to immense and complex operations that include oil sand mines, bitumen extraction
facilities, upgrading facilities and utility plants. Maintenance work regarding such operations has a key
impact on Syncrude's operations and, consequently, on the revenues that Canadian Oil Sands derives.
Maintenance work that occurs during the colder winter season may experience more time delays and
operational issues due to the impact of workers having to work in extremely cold weather conditions.
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The Syncrude Operation
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The Syncrude operations include three separate mines: the Base, North and Aurora Mines.
Syncrude's method of mining and extraction is evolving as its operations transition from the Base Mine to
the North Mine and Aurora North Mine. As part of the transition away from the Base mine, two mining
systems each comprised of a dragline, bucketwheel reclaimer and conveyor system, were retired in 1999.
One of the two remaining mining systems was retired in 2002 and the remaining system is expected to be
retired in 2005. After dragline mining is complete, oil sands remnants will be recovered by truck/shovel
mining prior to the mine being decommissioned. In each of the years 2001, 2002 and 2003 the Base Mine
contributed 33%, 25% and 16% respectively, of all bitumen produced from the Syncrude mines.

In the North Mine, which began operations in 1997, Syncrude uses a truck and shovel operation
to mine the oil sands instead of dragline and bucketwheels used at the Base Mine. The shovels are very
large and can dig approximately 90 tonnes of ore with each scoop. The trucks used to transport the ore to
the double roll crusher can transport up to 400 tonnes. The truck and shovel operation is more cost
effective than the Base Mine mining system because of lower maintenance costs, greater flexibility and
improvement in large trucks and shovels. Current mining and hydrotransporting technology uses bitumen
ore mined from the North Mine to replace depleted ore from the east half of the Base Mine. As a result,
starting in 2002, the North Mine and Base Mine are treated as one bifumen producing area. In 2002,
production from the North Mine and Base Mine accounted for 73% of production with bitumen
production from Aurora comprising 27%, as compared to 79% in 2001 from the North Mine and Base
Mine and 21% from Aurora. In 2003, 69% of production from bitumen came from the North Mine and
Base Mine while 31% came from Aurora.

The Aurora North Mine is comprised of Leases 10, 12 and 34 and the Aurora South Mine will
initially be located on Lease 31. Mining operations began at the Aurora North Mine in 2000 and incorporate
a new generation of larger 400-tonne trucks and larger shovels. It is anticipated that the Aurora North Mine
will contimue to increase the amount of bitumen produced compared to the North Mine and Base Mine over
the next several years.

Extraction

Historically, all extraction activity occurred at the Mildred Lake plant as the ore was mined
exclusively at the Base Mine. As mentioned above, because of the transition from the Base Mine to the
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North Mine and Aurora North Mine, the method of extraction and the location of extraction facilities has
changed.

The ore from the Base Mine is delivered to the Mildred Lake extraction facilities by conveyor
and is then mixed with steam, hot water and caustic soda to produce a slurry at a temperature of
approximately 80°C. This mixing process occurs in large horizontal rotating tumblers that condition the
mixture for separation. This slurry is discharged from the tumblers onito vibrating screens to remove large
rocks and lumps of clay prior to entering the primary separation vessel, the last step of the extraction
process.

At the North Mine, once the ore has left the double roll crusher, it is conveyed to a cyclofeeder
where it is mixed with warm water and caustic soda to produce a slurry with a temperature of
approximately 50°C. The use of warm water in this process as opposed to hot water at Mildred Lake has
led to decreases in energy consumption. The resulting slurry is screened, and the oversized material is
rejected for further crushing. The slurry is further conditioned as it is transported to the Mildred Lake
extraction plant via a hydrotransport pipeline.

The extraction process at the Aurora North Mine is similar to the North Mine, with a few
exceptions. After the ore is crushed in the double roll crusher, it is conveyed to a mixbox where it is
mixed with cooler water to produce a slurry with a temperature of approximately 25°C to 35°C. Rather
than shipping the oil sand slurry to the Mildred Lake extraction plant, the slurry is transported via a
hydrotransport pipeline to a primary separation vessel located at the Aurora North Mine (approximately
three to five kilometres from the mining area). Here, the sand settles to the bottom of the vessel and is
transferred to the Aurora North Mine's tailings pond. The bitumen froth is skimmed from the primary
separation vessel and pipelined to the Mildred Lake upgrading facilities. The first shipment of bitumen
froth from the Aurora North Mine arrived in Mildred Lake in mid-July 2000.

At the Mildred Lake extraction plant, the Base Mine slurry and the slurry from the North Mine
flow into primary separation vessels and are further treated. The resulting froth is then mixed with the
froth from the Aurora North Mine and diluted with naphtha prior to further processing. A final stage of
separation removes substantially all of the remaining water and clay fines, leaving a clean bitumen as the
feedstock for the upgrader.

The material remaining after the bitumen is extracted from the oil sands consists of water, sand,
fine clay particles and some residual hydrocarbons. At both the Base and the Aurora North Mines, the
coarse sand is accumulated and a dyke is created to separate the water and fine tailings. The water and
fine tailings run off to a tailings settling basin where the solids settle to the bottom and the clarified water
is recycled for use in the extraction process. The rate at which the fine tailings settle out of the water is
extremely slow and is the subject of considerable research and development activity to identify the most
cost effective and environmentally acceptable disposal method. A new composite tails technology using
the mature fine tailings from the settling basin to create solid, permanent landscapes in mined-out areas
became operational at the Mildred Lake site during 2000. The key tailings research and development
initiatives proposed for the next few years include optimization of the composite tailings process,
reclamation of tailings deposits, managing recycle water chemistry and development of thickened tailings
for oil sand application.

Upgrading

Upgrading is the final stage in which the bitumen is converted into SSB. The first step in
upgrading is to recover the naphtha for recycling to the froth treatment plant. Next, the bitumen is fed
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through a vacuum distillation unit where vacuum gas oil (35% by volume) is removed from the bitumen
and the remaining bitumen ("vacuum topped bitumen") is processed through two fluid cokers and one
LC-Finer hydroprocessor for further upgrading. The vacuum gas oils removed now bypass the coking
units. This is significant because the upgrader's capacity to process bitumen with the coker and vacuum
distillation unit has now been increased and product yield has been improved.

Fluid coking involves thermal cracking of the bitumen into lighter components and removal of
carbon. The by-products from this process are fluid coke, CO gas and refinery off gas. The CO gas is
used as fuel in CO boilers to generate steam and power for the facility while the residual coke from the
cokers is stored in coke cells. The refinery off gas is used as fuel. As a result of Syncrude's improvements
in design and efficiency, each of the cokers can currently process the equivalent of approximately
125,000 barrels of bitumen per day or approximately 105,000 barrels of heavier blend with vacuum
topped bitumen. The LC-Finer breaks down bitumen into lighter hydrocarbons by adding hydrogen with
the aid of a catalyst. Residuum from the LC-Finer is sent to the fluid cokers where it is mixed with
bitumen. The products from the cokers, the LC-Finer and the top ends from the vacuum distillation unit
are then processed in hydrotreating units. The hydrotreated components are then blended into SSB. The
final upgraded product contains no residuum and is comparable to sweet conventional crude oil and is
valued with reference to postings for light sweet crude oil at Edmonton, Alberta and Cushing, Oklahoma.

The next two years will see the integration and start up of the UE-1 expansion process into the
existing upgrading complex. Completing all required tie-ins and base plant unit modifications without
impacting plant production is a critical focus area.

After upgrading, SSB is transported through a dedicated pipeline to refineries in Edmonton, and
from Edmonton via a number of pipelines to other refineries in Canada and the United States where it is
processed into products such as gasoline, diesel and jet fuel. SSB can replace light sweet crude oil but is
more typically blended with other refinery feedstock to balance a refinery's product slate and manage
sulphur levels. Depending on a refinery's configuration and its product slate, synthetic crude oil can
generally constitute between 7% to 20% of the refinery's feedstock. If the refinery produces a significant
volume of diesel or jet fuel, it may have specialized equipment to consume large quantities of SSB. In
2002, there were three refineries in or near Edmonton which had the capability of taking synthetic crude
oil as 25% to 100% of their feedstock. These three refineries consumed approximately 160,000 to
170,000 barrels per day of synthetic crude oil. By the end of 2003, approximately 350,000 barrels per
day of synthetic crude oil production was available from Syncrude and other oil sands projects in the Fort
McMurray and Edmonton area. This additional supply resulted in increasing proportions of synthetic
crude oil being shipped and sold beyond Edmonton. In 2003, Canadian Oil Sands continued selling its
SSB to the refineries in Edmonton, but by the fall of 2003, a larger proportion of volumes were being sold
to refineries in Eastern Canada and the United States. In the fourth quarter of 2003, approximately 52%
of Canadian Oil Sands' current production was sold to refineries downstream from Edmonton. Overall, in
2003, 67% of our volumes were sold to Eastern Canada and the United States compared to 54% in 2002.

In the past, there has been sufficient transportation and refinery capacity to handle the volume of
SSB produced by Syncrude. [t is anticipated that there will continue to be sufficient transportation from
Edmonton and refinery capacity for the increased levels of production that are planned for Syncrude. The
projected growth in synthetic crude oil volumes is expected to be partially offset by declines in Western
Canadian conventional light crude. The transportation systems are expected to expand and be connected
to the broader network of North American refineries.
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Ultilities

The utilities operation supplies steam, electricity, air, and water, as required, for the three separate
mines at Syncrude. The cost of purchased energy, including natural gas, accounted for approximately
21% of Syncrude's operating costs in 2003 and 14% of Syncrude's 2002 operating costs.

Syncrude operates a utility plant at its Mildred Lake site using refinery off gas, produced from the
upgrading operation, augmented with natural gas. This utility plant, previously owned by TransAlta
Energy Corporation, was purchased by the Syncrude Participants in January 2001 to allow greater
flexibility in long-term planning and to remove uncertainty arising from the expiry of operating
agreements in 2003. When economically desirable, Syncrude purchases power from or sells power to the
Alberta electric power grid.

Syncrude also owns an 80-Megawatt gas turbine power plant at the Aurora North Mine site that
provides electrical and thermal energy for the Aurora Mine operations. This plant, commissioned in 1999,
provides power for the Aurora North Mine's requirements and is connected with the Mildred Lake
facilities.

Natural gas, used by Syncrude to produce hydrogen as well as fuel power plants, is transported to
Syncrude through dedicated pipelines connecting the plant with gas production facilities in the area as well
as the intra-provincial gas transmission system. Natural gas is purchased from producers using a strategy of
long and short-term supply contracts to manage Syncrude's natural gas requirements. Currently, there has
been no difficulty in obtaining the necessary supplies of natural gas.

Marketing

Each Syncrude Joint Venture owner is responsible for marketing its own share of SSB and
associated by-products, such as sulphur. SSB is transported by pipeline from Fort McMurray to
Edmonton at which point, SSB volumes are transferred to EnCana who markets the SSB on behalf of
Canadian Oil Sands.

Effective January 1, 2002, EnCana markets our entire share of SSB production pursuant to a
marketing agreement and charges a fee to us. Under the terms of the agreement, EnCana is entitled to a
marketing fee for each barrel of crude bitumen or other liquid crude products sold subject to a minimum
fee of $33,333 per month and a reasonable fee in respect of other oil sands products sold. In addition,
EnCana is entitied to be reimbursed for its reasonable out-of-pocket costs and expenses. EnCana had also
provided us with an option to sell to EnCana our share of the SSB produced by Syncrude. Effective
February 1, 2002, EnCana purchased from us, on a monthly basis, all such SSB at prices equal to a
deemed unit price, as determined pursuant to the Alberta Crown Agreement. The term of such sale was
for an initial term of one year and ended, at EnCana's election, on February 1, 2003. Commencing
February 1, 2003, EnCana marketed all of Canadian Oil Sands' SSB production in return for the
marketing fee of $0.05 per barrel sold, subject to the minimum monthly fee of $33,333. The initial term
of the marketing agreement ends June 30, 2006, at which time the agreement will automatically renew for
successive three-year terms unless terminated by either us or EnCana.

EnCana marketed and sold 100% of our production from January 1, 2002 to January 31, 2002 to
a number of major refineries located throughout North America with 56% of such production being sold
to Canadian refineries. From February 1, 2002 until the end of 2002, EnCana purchased all of our SSB
production, resulting in EnCana purchasing 91% of the total production for the year. From February I,
2003 to the present, EnCana has been primarily marketing the SSB production of Canadian Oil Sands to
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several refineries in Canada and the United States. Recently, EnCana has also marketed Canadian Qil
Sands' product to other producers for use as a diluent or in making synbit. As additional volumes of
synthetic crude oil came into production in late 2003, our sales were made to a broader group of refineries
than was historically the case. These refineries were located further from Edmonton, thereby resulting in
higher transportation costs. We anticipate that more of our production will be sold downstream from
Edmonton than in the past, but it is too early to provide a reasonable estimate of what the portion may be.
In response to growing volumes of synthetic crude oil and Syncrude's own expanding volumes following
completion of the Stage 3 expansion, we must expand our markets to achieve the premium price we
expect for our quality product. When UE-1 is complete, a new aromatics saturation unit will be used to
upgrade our entire production into a higher quality product called SSP. We expect this higher quality
blend to be more attractive to refineries, which should further enhance the price per barrel that we are able
to realize.

Also, the use of light sweet synthetics as a blend stock for bitumen to product "synbit" is seen as a
potential new market for SSB. Currently, heavy crude oil producers are shipping bitumen to U.S.
refineries by adding condensate, which is expensive and in short supply. Synbit, which is similar to
medium sour crude oil, is being considered as an alternative.

Synthetic crude oil sales contracts are commonly negotiated directly with refiners throughout
North America. Typical contract terms are based on 30, 60 or 90 day arrangements which continue unless
terminated and are occasionally made for one year terms. Synthetic crude oils are priced on the basis of
Canadian and U.S. market prices, which reflect the market balance between supply and demand for crude
oil, the transportation costs and refined product values.

Although the Syncrude Participants have sold sulphur in the past, currently the sulphur produced by
Syncrude is stockpiled at the Syncrude Mildred Lake plant site as present market conditions limit the sale of
this by-product. Syncrude is exploring the ability to bury sulphur blocks underground. Initial information
indicates that this may be a viable and environmentally friendly solution. Syncrude continues to research
alternatives for addressing this issue, which affects the entire petroleum industry. Coke produced by
Syncrude has never been commercially marketed and is also stored on the site.

Competition

The Canadian and international petroleum industry is highly competitive in all aspects, including
the distribution and marketing of petroleum products. Syncrude competes with other producers of crude
oil, most of whom have considerably lower operating costs. The petroleum industry also competes with
other industries in supplying energy, fuel and related products to consumers.

Research and Development

Syncrude Canada Ltd. spent approximately $16.9 million in 2003 and $15.2 million in 2002 on
research and development related to all aspects of its operations, including the reduction of environmental
impact and site reclamation. The Trust's share of such expenditures was approximately $5.4 million in
2003 and $3.3 million in 2002. Research and development is an ongoing process for Syncrude.
Technologies currently being studied and tested relate to mining, extraction and tailings management
including reclamation and closure planning with a view to reducing capital and operating costs as well as
reducing long term liabilities associated with all types of disturbances to the environment.

The research department is located in a facility in the Edmonton Research Park, Edmonton, and
employs a staff of scientists, technologists and support staff. It is one of the largest industrial research groups
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in Western Canada. Syncrude Canada Ltd. is a member of Canadian Qil Sands Network for Research and
Development, which brings together the scientific resources of industry, government research organizations
and universities, and is an active sponsor of various educational and industry research initiatives.

Fluid coker design, which is the basis for the upgrading operations at Syncrude, is licensed from
Exxon-Mobil Research and Engineering ("EMRE"). The new Coker 8-3 being constructed for the UE-1
expansion continues to apply these licensed rights. There are no anticipated issues regarding the
continuation of such license. Syncrude has been utilizing such technology under the license from EMRE
for over 25 years.

During the spring 2003 turnaround, new design stripper sheds were installed on Coker 8-2. This
design is now installed on both cokers to enable more effective stripping and enhancing coker run lengths
without unit performance degradation. Plans for achieving 36-month coker runs have been incorporated
commencing in 2004. There is no coker turnaround scheduled in 2004. However, historically the longest
coker run achieved by Syncrude was 29 months from November 2000 to March 2003 and no assurance
can be given that current 24-month run length schedules will be exceeded consistently.

Human Resources

At the end of 2003, Syncrude Canada Ltd. employed 4,026 people, all of whom were non-
unionized. While it is believed that Syncrude Canada Ltd. will remain non-unionized, no assurance can
be given that the work force will not become unionized.

Syncrude Canada Ltd. also uses the services of various outside contractors to provide contract
maintenance support for certain areas of the Syncrude Plant. Additional contractors are also required
during shutdowns, maintenance work and major capital construction. Most of the workers employed by
these contractors are unionized. Labour stability of the unionized contractor work force is maintained
through a number of industry and site-wide agreements, which set labour rates and working conditions for
unionized trade workers engaged in construction and maintenance activities at various projects in Alberta,
including the Syncrude Plant. As part of the Stage 3 expansion, the use of contractors for construction
has significantly increased and is expected to remain at high levels until mid 2006 when the final
completion and testing phase of Stage 3 is scheduled. Once Stage 3 construction is completed, it is
anticipated that Syncrude staffing will increase to a level just below 4,200.

In the fall of 2002, Canadian Oil Sands internalized management and hired its own staff. As at
December 31, 2003, the Corporation employed nine full time employees and one consultant. The Trust
has no employees.

Government Regulation

The oil and gas industry in Alberta is subject to extensive controls and regulations. The
regulatory scheme as it relates to oil sands is somewhat different from that relating to conventional oil and
gas production. Qutlined below are some of the more significant aspects of the legislation and reguiations
governing the mining, extraction, upgrading and marketing of oil sands.

Regulation of Operations
In Alberta, the regulation of oil sands operations is undertaken by the EUB, which derives its

jurisdiction from the O:il Sands Conservation Act. In addition to requiring certain approvals prior to the
operation of an oil sands project, the Oil Sands Conservation Act allows the EUB to inspect and
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investigate oil sands operations and, where a practice employed or a facility used in respect of the oil
sands operations does not meet regulated recovery targets, to make remedial orders. Certain changes to an
oil sands operation also require the approval of the EUB.

Land Tenure

Oil produced from oil sands is produced under oil sands leases granted by the Province of
Alberta. Such leases have initial terms which vary in length but generally are for 15 years. Although the
terms of future leases may vary, the current Syncrude leases have, for the most part, 15-year terms. If
production attributable to a lease exceeds the minimum production thresholds set forth in the lease, it
automatically renews at the end of each term. In addition, leases renew automatically if a development
plan for a project involving the lease has been approved by the EUB and is being pursued by the lessor. In
1997, the Province of Alberta approved the continuation of the initial four Aurora leases based on the
Syncrude Project development plan, including the Aurora project, and so long as such plan and approval
is in effect and being followed, the Aurora leases will continue to renew at the end of each term. In 1999,
Syncrude Canada Ltd. received confirmation that Leases 29 and 30 are also included for tenure purposes
within the Syncrude Project development plan. In 2002, Leases 17 and 22 were continued under section
13 of the Oil Sands Tenure Regulations AR. 50/2000 for an indefinite term with a production status.

The Syncrude Joint Venture currently has the authorization from the Province of Alberta to hold
several leases under that Province's 80-year provision for producing and upgrading facilities, which restricts
the acquisition of leases that, in the aggregate, contain more bitumen than can be produced in 80 years using
current technology and producing at present rates or pursuant to an approved development plan. Under this
provision, the Syncrude Joint Venture is entitled to hold leases containing up to 17.8 billion barrels of
bitumen. The Trust estimates that approximately 9.1 billion barrels of SSB crude oil resources (3.2 billion
barrels net to the Trust) are recoverable from Syncrude leases of which approximately 3.0 are proved
reserves (1.1 billion net to the Trust).

Royalties and Taxes

The Province of Alberta imposes royalties of varying rates on the production of crude oil from
lands where it owns the mineral rights. The products recovered by Syncrude are subject to a royalty
which is payable to the Alberta Government.

In February 1997, the Syncrude Participants and the Province of Alberta amended the royalty
agreement to change the profit sharing formula and to cancel the Province of Alberta's option to convert
its net profits interest to a gross production royalty. The amended agreement provided for a transition
period from 1997 to the earlier of January 1, 2004 and the month after the Syncrude Participants'
aggregate capital expenditures from 1996 reached $2.8 billion. The transition period terminated on
December 31, 2001 upon reaching the required capital expenditure threshold. During the transition
period, the Province of Alberta received the greater of its net profits interest share of the deemed net
profits and 1% of the gross revenues attributable to production from (i) the original two leases in excess
of 74 million barrels per year, and (ii) leases acquired subsequent to the original leases. With the
amended agreement, the amount of the net profits interest was changed from 50% of the Syncrude
Participants' deemed net profits to a volume-weighted percentage, based on production from all of the
leases. For the original two leases, the net profits interest was 50% of deemed net profits attributable to
volumes up to 74 million barrels, and 25% of the deemed net profits from volumes in excess of 74 million
barrels. For production from leases acquired subsequent to the original leases, the net profits interest was
25% of the deemed net profits from all volumes. Capital expenditures after January 1, 1997 generated a
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43% royalty credit during the transition period. For 2001, payments to the Province of Alberta were
approximately 8% of gross revenues after deduction of pipeline tariffs.

In January 2002, following the conclusion of the transition period, the Syncrude Participants
commenced paying royalties according to Alberta's generic oil sands royalty legislation. This legislation
stipulates that the Province of Alberta will receive the greater of 1% of the gross revenues and 25% of the
deemed net revenues. The deemed net revenues for any year is generally equal to the excess of gross
revenues over allowed operating costs, deemed interest expense and capital expenditures and any
unutilized carry forward deductions from previous years. As of December 31, 2003, Canadian Oil Sands'
share of carry forward deductions was $404 million. In 2002 and 2003, due to the large capital
expenditures for Stage 3, the minimum payment of 1% gross of revenues was paid to the Alberta
government.

Taxation of Syncrude related income follows normal resource industry practices but with a few
important differences. As Syncrude is a mining operation, there are certain provisions that are unique, such
as the accelerated rate of deduction (100%) for class 41(a) assets which applies to new mines or a major
expansion of an existing mine where there is a 25% or greater increase in mine capacity. Effective March 6,
1996, mining and oil sands operations which have made capital expenditures in excess of 5% of gross
revenue in a fiscal year will also be eligible for the accelerated rate of deduction (100%) for such
expenditures over the 5% threshold under class 41 (a.1). In addition, Syncrude Participants also received the
benefit of the Syncrude Remission Order until December 31, 2003. This effectively allowed the deduction
of actual Crown royalty payments for Leases 17 and 22 for purposes of federal tax calculations. For
purposes of provincial taxation, the greater of actual royalty paid or resource allowance was allowed as
a deduction. Generally, in times of high capital expenditures, minimum 1% of gross revenues are payable as
a Crown royalty. As a result, we expect to pay only the minimum 1% of gross revenues royalty for the next
couple of years while Stage 3 is being completed.

Environmental Regulation and Compliance

Oil sands operations, including Syncrude, are subject to environmental regulation pursuant to
provincial and federal legislation. Environmental legislation requires various approvals and provides for
restrictions and prohibitions on releases or emissions of various substances produced or utilized in
association with certain oil and gas industry operations. In addition, legislation requires that facilities and
operating sites be abandoned and reclaimed to the satisfaction of provincial authorities. A breach of such
legislation may result in the imposition of fines and penalties. In Alberta, environmental compliance is
primarily governed by the Alberta Environmental Protection and Enhancement Act ("AEPEA"). The
AEPEA imposes certain environmental responsibilities on oil and natural gas operators in Alberta and in
certain instances also imposes significant penalties for violations. Syncrude Canada Ltd. has received and
presently maintains the requisite environmental approvals necessary to operate the Syncrude Plant.

The December 1999 EUB approval of Syncrude's upgrading expansion application permits
production of 173 million barrels of SSB per year using technology identified in the application. This
permit expires on December 31, 2035.

The Syncrude Joint Venture must maintain licenses from Alberta Environmental Protection
("AEP") regulating the discharge of substances into the air and water. These licenses generally have 10
year terms. The renewal or modification of licenses generally involves the AEP soliciting views of
stakeholders (the local community, native population and other interested persons). Renewal or
modification of licenses is often conditional, permitting AEP to review the effect of discharges or the
implementation and effectiveness of new technologies. AEP approval for the Aurora Project was received
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in 1998. Syncrude Canada Ltd. received an environmental approval license required to conduct its
Mildred Lake oil sands processing plant, Base Mine and North Mine operations until December 31, 2005,
which expiry date has been extended to December 31, 2006 or until a new AEPEA approval is issued,
whichever occurs first. The AEP granted Syncrude Canada Ltd. a single comprehensive license approval
identifying allowable emissions levels which may affect air, water and land under the new Alberta
Environmental Protection and Enhancement Regulations.

Estimates of future reclamation costs are determined approximately every five or six years with
the next revision to occur in 2005. In December 1998, based on Syncrude Canada Ltd. revised estimates
of future reclamation costs, we anticipated the future reclamation costs for the Syncrude Project to be
approximately $1.3 billion in 1998 dollars, of which our 35.49% share was approximately $0.5 billion as
at December 31, 2003. The 1998 revision took into account the extension of operations onto the Aurora
Leases, monitoring requirements and reclamation of the expanded plant site and related infrastructure.

Annually, Syncrude Canada Ltd. is required to and, prior to 2003, posted with the AEP an
irrevocable letter of credit equal in amount to $0.03 per barrel of SSB produced on the Base Mine plus
estimated reclamation costs relating to the Aurora Mine since inception of the Syncrude Project to secure
the ultimate reclamation obligations of the Syncrude Participants. Each of the Syncrude Participants was
required to guarantee its pro-rata share of this letter of credit to the issuing bank or alternatively, to
provide its own letter of credit to AEP for such Syncrude Participants' pro-rata share. In 2003, the
Syncrude Participants elected to post their own letters of credit rather than having Syncrude Canada Ltd.
post such letter of credit. As a result, Canadian Oil Sands has posted a letter of credit with the Province
of Alberta in the amount of $31 million to secure its pro rata share of the ultimate reclamation obligations
of the Syncrude Participants. In 2002, site reclamation expenditures for Syncrude Canada Ltd. totaled
$5.3 million and approximately 269 hectares of land were reclaimed. In 2003, site reclamation
expenditures for Syncrude Canada Ltd. totaled $3.5 million and approximately 182 hectares of land were
reclaimed. Syncrude's long term plan is to return the land to a stable, biologically self-sustaining
condition with a vision of creating an area of forest, parklands and lakes. During the next three years,
Syncrude intends to invest approximately $840 million in environmental mitigation and energy
conservation matters. As at December 31, 2003, Syncrude had reclaimed more than 3,500 hectares of the
land affected by its operation and planted more than 2.5 million trees in the Athabasca area. A significant
portion of the land that had been tracked and mined by Syncrude and which has been reclaimed, is used
for a grazing ground for more than 250 wood bison.

In addition to posting a letter of credit for its share of reclamation with the AEP, Canadian Oil
Sands currently pays $0.1322 for each barrel of SSB produced and attributable to our 35.49% working
interest to a mining reclamation trust to fund our share of reclamation obligations at the termination of the
Syncrude Project. Since 2002, we had the right to adjust the amount deposited in the mining reclamation
trust from time to time as estimates of final reclamation costs change. Canadian Oil Sands and each of
the other Syncrude Participants are liable for their share of on-going environmental obligations for the
ultimate reclamation of the Syncrude Joint Venture on abandonment. We have accumulated (including
interest earned on contributions), in the reclamation trust, $16.6 million towards future reclamation. In
2002, this amount was $12.9 million. The provisions of $0.17 per barrel of production for future
reclamation and site restoration costs, aggregating to $4.5 million in 2003 and $3.1 million in 2002, has
been included in our depreciation and depletion expense on our financial statements. Management
reviewed the amount per barrel in 2003 and confirmed that $0.17 per barrel is adequate based on
estimated costs, future reclamation and site restoration costs provided by Syncrude.

The current year provision in the financial statements, combined with the liability recorded on the
acquisition of the additional 13.75% working interest from EnCana, resulted in a future site reclamation
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liability on our consolidated balance sheet of $57.6 million at December 31, 2003, which amount is
already partially funded by the $16.6 million deposited in the trust reclamation account. Canadian Oil
Sands' share of Syncrude cash reclamation expenditures was $1.1 million in 2003 (2002 — $1.2 million)
which reduced the liability shown on our balance sheet.

The construction and operation of a large oil sands project such as Syncrude presents many
environmental challenges. Responsible environmental management is a priority of the Syncrude
Participants. The technical and management challenges to date have been addressed by Syncrude Canada
Ltd. through many years of investment in research and the development of advanced management
systems. Syncrude Canada Ltd. continues to seek ways to improve and reduce the cost of reclamation.
Syncrude Canada Ltd. has never been assessed a significant fine or received any government control
order regarding an environmental concern at Syncrude. Syncrude Canada Ltd. believes that it is in
compliance with all material environmental requirements.

The Syncrude Participants support the voluntary reduction of greenhouse gas emissions, such as
carbon dioxide, in the context of promoting energy efficiency. Syncrude Canada Ltd. participates in the
Cumulative Environmental Management Association and other organizations concerned with
environmental, aboriginal and community development matters. Syncrude Canada Ltd. is focused on
reducing both energy consumption and greenhouse gas emissions per barrel of SSB produced.

Canada and more than 160 other nations are signatories to the 1992 United Nations Framework
Convention on Climate Change, which is intended to limit emissions of carbon dioxide and other
"greenhouse gases" that may be contributing to the suspected increase in mean global temperature. In
December 1997, 39 industrialized nations that signed the Convention, including Canada, established the
Kyoto Protocol which contained a binding set of emission targets for developed nations that is intended to
result in the reduction of greenhouse gases. The average reduction in greenhouse gas emissions required
from all 39 signatories is 5.2% from 1990 emission levels, to be achieved between 2008 and 2012,
although specific emission targets vary from country to country. Canada, for example, would be required
to reduce emissions by 6% from 1990 levels.

On July 23, 2001, at the Sixth Conference of Parties on Climate Change in Bonn, Germany, a
broad political agreement was reached on the operational rulebook for the 1997 Kyoto Protocol.
Following this political agreement, the federal government of Canada undertook some consultations with
provincial and territorial governments. In late 2002, the federal government ratified the Kyoto Protocol.
In response to comments from provincial governments and various stakeholders, the federal government
has provided some parameters for implementing the Kyoto Protocol. The targets for emission intensity
reductions have been capped at 15% of emissions based on current business plans (which in our case
includes the Stage 3 expansion) and the cost of the carbon credit has been limited to $15 per tonne. Based
on these parameters, we have estimated the cost impact that the Kyoto Protocol will have on operations is
between $0.22 - $0.30 per barrel from 2008 to 2012. However, we note that numerous uncertainties
regarding details of the Kyoto Protocol's implementation remain outstanding, thereby making it difficult
to ascertain the cost estimate, including third party costs related to the Kyoto Protocol from Syncrude's
suppliers of goods and services. We continue to work through industry associations such as the Canadian
Association of Petroleum Producers and directly with the Alberta provincial and federal governments to
develop a cost effective plan to reduce greenhouse gas emissions.

Exports

Oil exports may be made pursuant to export contracts with terms not exceeding one year in the
case of light crude oil. Any crude oil export to be made pursuant to a contract of longer duration requires
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an exporter to obtain an export license from the National Energy Board and the issue of such a license
requires approval of the Governor-in-Council. We currently do not have any contracts in excess of the
one year duration and do not anticipate having any such contracts in the next year.

Leasehold Interests

Prior to the opening of the Aurora Mine, Syncrude's mining operations were limited to the Base
Mine and the North Mine. These operations were conducted on two oil sands leases granted by the
Province of Alberta, Leases 17 and 22, which are adjacent to each other and are located on the west bank
of the Athabasca River about 40 kilometres north of Fort McMurray.

The Syncrude Joint Venture has also acquired Leases 10, 12 and 34 located approximately
35 kilometres North of Leases 17 and 22 on the east bank of the Athabasca River. On March 26, 1998, the
Syncrude Joint Venture received approval from the EUB for the development of the Aurora Mine on
Leases 10, 12 and 34. The Syncrude Participants have also acquired Leases 29, 30 and 31 located on the

east bank of the Athabasca River near to Leases 17 and 22.

The following summarizes the Syncrude Joint Venture's leasehold interests as at
December 31, 2003:
Number of Acres
Gross Net')
Producing
LEASE 10 .o viicteitietretee vt e e e teere e e e ae et s ie e esas e e b b e s e et s ere et b e e aa s e b e teereeR e ot b eR e et beareestertas et ertereeatestessannaas 11,092 3,937
LLEASE 17 ittt et ettt teetae s re e e et et e abae e e g e e b e e e e bt e he et eaeehe et e e b e et b e e ssseat e aeate e b aenreesteseraanne 49,540 17,582
TLEASE 22 oot eei st et ss e et et s et s bt es b e bt as sttt e ehb et e eRtters s At e ateR e s b be et beahs s beaaes et asenreentesarnentaan 43,200 15,332
LLEASE 34 oottt eeeeteee et veee ettt enattet e s et eeetas et et e araanas e r e e s e e tesesaatesaaate s e st tesesanaaesaarateaartateseiene 9,019 3,201
112,851 40,052
Non-Producing
LLEASE 12 1. ieiietiiieieteirict et vt et ettt et et ebe e b s e s ae e b e b eas et ea e at et e s sseReR b e Rt b sase st tae et ne btk e et sanebesaesbesenes 4,124 1,464
LLEASE 20 ..ottt ettt e ettt er s e b e Rt A bRt ae b b e Ae b eReete st be s e s a e s es s re s e st eneeRebe e eateranee 49,125 17,434
LEASE 30 . .viieiriiereeieecticeeet et et ettt ettt bbb bbbttt ae ke b et eba s b re ek ea e e ate st ke s Ee st es e aaaen e e nreate 37,262 13,224
JLBASE 31 ettt et e et e et b ettt e et R e b e Rt b b et A et eR e e bR s e e e s b ens e eaanb e neehbenrsenan 48,327 17,151
138,838 49,273
TOTAL 1ttt ettt ettt s st et es et e et ea e s et e R aere et eesese et aRbete et ek s bt s aes e et nrseas b e s aenbetbeserbenbereass 251,689 89325
Note
€)) Net acres represents Canadian Oil Sands' 35.49% interest in the lease as at December 31, 2003.
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The following map shows the locations of the Syncrude leases.
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RISK FACTORS

A substantial and extended decline in oil prices will have an adverse effect on Canadian Qil Sands

The financial condition, operating results and future growth of Canadian Oil Sands are substantially
dependent on prevailing prices of oil. Prices for oil are subject to large fluctuations in response to relatively
minor changes in the supply of and demand for oil, market uncertainty and a variety of additional factors
beyond the control of Canadian Qil Sands. These factors include weather conditions in Canada and the
United States, the condition of the Canadian, U.S. and global economies, the actions of the Organization of
Petroleum Exporting Countries, govemmental regulation, political stability in the Middle East and
elsewhere, war, or the threat of war, in oil producing regions, the foreign supply of oil, the price of foreign
imports and the availability of alternate fuel sources. In view of the higher fixed operating costs of Syncrude
Canada Ltd., the operating margin is very sensitive to oil prices. Any substantial and extended decline in the
price of oil could have an adverse effect on the revenues, profitability and cash flows of Canadian Oil Sands
and may affect the ability of Canadian Oil Sands to pay distributions, to finance its Stage 3 expansion and to
repay its debt obligations. The Corporation has entered into crude oil forward contracts to manage a portion
of this risk.

While the Syncrude Project has not been shut down by the Syncrude Participants since
production commenced in 1978, a prolonged period of abnormally low oil prices could result in the
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Syncrude Participants deciding to suspend production. Any such suspension of production could expose
Canadian Oil Sands to significant additional expense and could negatively impact our ability to finance
our share of Syncrude's Stage 3 expansion program and to repay our debt obligations.

Canadian Oil Sands has financial exposure to foreign currency exchange rates

Crude oil prices are generally based on a U.S. dollar market price, while operating and capital costs
are primarily in Canadian dollars. In addition, Canadian Oil Sands makes interest payments in U.S. dollars
on its U.S.-dollar denominated debt and funds its share of Syncrude's U.S. dollar vendor payments.
Fluctuations in exchange rates between the U.S. and Canadian dollar give rise to foreign currency exchange
exposure. Consequently, exchange rate movements can have a significant impact on results. To manage its
exposure to currency fluctuations, Canadian Oil Sands has, in the past, entered into currency exchange
contracts, Canadian dollar denominated crude oil forward contracts and issued debt securities in US dollars.
The use of financial instruments involves a degree of credit risk.

To the extent that Canadian Oil Sands issues debt securities denominated in foreign currencies,
such an investment may entail significant risks that are not associated with a similar investment in a
security denominated in Canadian dollars. Such risks include, without limitation, the possibility of
significant changes in rates of exchange between the Canadian dollar and the various foreign currencies
and the possibility of the imposition of currency controls by either the Canadian or foreign governments.
These risks will vary depending upon the currency or currencies involved.

Canadian Qil Sands may not have capital sufficient to fund all required capital expenditures; capital
projects may experience significant cost overruns

Canadian Qil Sands and the other Syncrude Participants will continue to make substantial capital
expenditures for the mining of oil sands and production of synthetic crude oil. There is no assurance that
capital cost overruns will not occur or that investments will deliver the production increases expected by
design or that start-up will occur as expected. Canadian Oil Sands has credit facilities available to it to assist
in funding capital expenditures in excess of cash flow. However, it is expected that access to public debt
markets will be required.

Canadian Qil Sands will not be economically viable if reserves from the Syncrude Project cannot be
economically produced and marketed

Market fluctuations of crude oil prices may render uneconomic the mining, extraction and upgrading
of oil sands reserves containing relatively lower grades of bitumen. Moreover, short-term factors relating to
the oil sands reserves, such as the need for orderly development of ore bodies or the processing of new or
different grades of ore, may impair the profitability of a mine and upgrading facility in any particular
accounting period.

Canadian Oil Sands will not be economically viable if reserves from the Syncrude Project cannot be
economically produced and marketed.

Marketing and transportation of synthetic crude oil
A significant volume of production from the Syncrude Project is sold beyond Edmonton, Alberta
into Eastern Canada and the United States, such that pipeline access, transportation tariffs and price

differentials with competing products are all factors which can affect sales volumes for SSB as well as
netbacks receivable by the Syncrude Participants for their share of production.
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Over the next five years, planned oil sands and heavy oil projects, including the Stage 3 expansion,
could result in an additional 240,000 barrels per day of synthetic crude oil entering the market. There can be
no assurance that existing transportation systems will be sufficient to handle this additional production or
that new transportation systems will be built.

Currently, it is estimated that Edmonton refiners are consuming approximately 40% of Syncrude's
production. Most of the remaining production is sold in Eastern Canada and the U.S. Canadian Oil Sands
has seen a growing demand for its SSB product in the U.S. Rockies and U.S. Mid-West. Additionally,
Canadian Oil Sands continues its efforts to identify new, or expand existing, markets for SSB, including
considering the sale of SSB as a diluent for heavy oil producers in Canada.

There are a number of risks particular to the Syncrude operations that could have a material adverse
impact on Canadian Oil Sands

The Syncrude Project is a single inter-related and inter-dependent facility. The shutdown of one
part of the Syncrude Project could significantly impact the production of synthetic crude oil. Since
essentially the sole source of income to Canadian Oil Sands is the sale of synthetic crude oil, a shutdown
may reduce, or even eliminate our cash flow. There can be no assurance that the Syncrude Project will
produce synthetic crude oil in the quantities or at the cost anticipated, or that it will not cease producing
entirely in certain circumstances. Because operating costs to produce synthetic crude oil are substantially
higher than operating costs to produce conventional crude oil, an increase in such costs could have a material
adverse effect on Canadian Oil Sands and our cash flow.

The Syncrude Project is located in a remote area, and is serviced by one all weather road. In the
event that the road is closed due to climatic conditions or other factors, Syncrude Canada Ltd. may encounter
difficulties in obtaining materials required for it to continue production.

The production of synthetic crude oil requires high levels of investment and has particular economic
risks, such as settling basin dike failures, fires, explosions, gaseous leaks, spilis and migration of harmful
substances, any of which can cause personal injury, damage to property, equipment and the environment,
and result in the interruption of operations. Certain of these risks cannot be insured.

Synthetic crude oil is shipped from the Syncrude Project via a single pipeline. There are limited
facilities at the Syncrude site for the storage of synthetic crude oil and, in the event of an interruption in
pipeline shipments, the Syncrude Project's operations may be materially adversely affected.

Syncrude Canada Ltd. produces and stores significant amounts of sulphur in a sulphur block at its
plant site as there is presently a limited market for the sulphur. There can be no assurance that future
environmental regulations pertaining to the use, storage, handling and/or sale of sulphur will not adversely
impact the unit costs of production of synthetic crude oil.

Canadian Oil Sands could experience significant changes in debt services amounts

The ability of Canadian Oil Sands to meet its debt service obligations will depend on the future
operating performance and financial results of Syncrude, which will be primarily subject to factors
beyond our control, including, among others, requirements to fund its pro rata share of operating costs
and capital expenditures which may exceed revenue received from the sale of its pro rata share of SSB. If
we are unable to obtain sufficient cash to service our debt, we may be required to refinance all or a
portion of our debt, obtain additional financing, sell certain of our assets or reduce capital expenditures.
There can be no assurance that any such refinancing would be possible or that any additional financing
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could be obtained on acceptable terms, nor can there be any assurance as to the timing of any such asset
sales or the proceeds which could be realized therefrom.

Canadian Oil Sands is subject to environmental legislation in all jurisdictions in which it operates and
any changes in such legislation could negatively affect its results of operations

Each of the Syncrude Participants is liable for its share of ongoing environmental obligations and for
the ultimate reclamation of the Syncrude Project site upon abandonment. Ongoing environmental
obligations have been and are expected to continue to be funded out of the Syncrude Project cash flow.

Canadian Oil Sands and the other Syncrude Participants, either directly or through Syncrude, have
posted letters of credit with the Province of Alberta since the inception of the Syncrude Project to secure the
ultimate reclamation obligations of the Syncrude Participants. Each of the Syncrude Participants is required
to guarantee repayment of its pro rata share of the letter of credit posted by Syncrude Canada Ltd. to the
issuing bank or to provide its own letter of credit.

The Syncrude Project is a significant producer of sulphur dioxide and carbon dioxide emissions.
While the amounts of both sulfur dioxide and carbon dioxide produced has been decreasing on a per barrel
basis, the overall amount of sulphur dioxide and carbon dioxide has increased due to generally increasing
production volumes. Presently, sulphur dioxide emissions are at or near permitted levels which may require
managed coker feed rates. Further, no assurance can be given that existing or future environmental
regulations will not adversely impact the ability of the Syncrude Project to operate at present levels or
increase production, or that such regulations will not result in higher unit costs of production.

Syncrude Canada Ltd. announced in 2003 that it intends to design and install a sulfur dioxide
scrubbing system which would reduce the amount of sulfur dioxide produced on a per barrel basis. These
reductions would be in addition to any reductions in sulphur dioxide emissions which are expected to result
from implementation of the Stage 3 expansion plan. At the present time, there is no requirement under the
AEPEA or the terms of Syncrude Canada Ltd.'s current environmental approvals to install any additional or
replacement sulphur dioxide scrubbing system, but Syncrude plans on installing such a system. However,
there can be no assurance that requirements for installation of a different system will not come into existence
in the future or that any system which may be selected in anticipation of or in response to any such
requirements will effectively lower sulphur dioxide emissions to desired or required levels. Current
estimates of the total cost of sulphur dioxide redirected scrubbing system range from approximately $300
million to $400 million, with Canadian Oil Sand's share being approximately $106 million to $142 million.
If such a system is implemented, there can be no assurance that the total costs associated with it would not
exceed current estimates.

Syncrude also produces a significant volume of fine tailings, which are presently held in a settling
basin. Upon cessation of production, the settling basin will be required to be reclaimed.

Continued high natural gas prices or increases in natural gas prices could have an adverse effect on
Canadian Oil Sands

The financial condition, operating results and future growth of Canadian Oil Sands is
substantially affected by the price of natural gas. Natural gas is used in material quantities as a feed stock
at the Syncrude Project for the production of hydrogen and as a fuel for the generation of heat, steam and
power. The price of natural gas is subject to large variations based on supply and demand for natural gas
in North America. Syncrude Canada Ltd. and Canadian Oil Sands have no control over such prices. A
prolonged period of high natural gas prices combined with crude oil prices or a material increase in
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natural gas prices could have an adverse effect on the revenues, profitability and cash flow of Canadian
Oil Sands.

On an energy equivalent basis, we are only one tenth as sensitive to natural gas prices as we are to
crude oil prices.

The implementation of the Kyoto Protocol could increase Syncrude's operating costs

The Canadian federal government has provided some parameters for implementing the Kyoto
Protocol. Total annual emissions for large industrial emitters has been capped at 55 megatonnes, emissions
have been targeted to be reduced by 15% from current business as usual levels, and the cost of a carbon
credit has been limited to $15 per tonne. Based on these parameters, we provided an initial estimated direct
cost impact of $0.22 to $0.30 per barrel from 2008 to 2012 on Syncrude's operating costs for implementing
the Kyoto Protocol. However, numerous uncertainties regarding details of the Kyoto Protocol's
implementation remain that make it difficult to ascertain the cost estimate, including when third party costs
related to the Kyoto Protocol factor their way into Syncrude's supply chain of goods and services. There is
no assurance that the actual cost impact to Canadian Oil Sands of the Kyoto Protocol will not be
significantly higher, which could result in a material adverse effect on our financial condition or our results
of operation.

The Syncrude Project's operations are subject to extensive government regulation; the costs of
compliance with additional government regulation and the cancellation of government licenses could
have an adverse effect on Canadian Oil Sands

The Syncrude Project's mining, extraction and upgrading operations activities are subject to
extensive Canadian federal, provincial and local laws and regulations governing exploration, development,
transportation, production, exports, labour standards, occupational health, waste disposal, protection and
redemption of the environment, safety, hazardous materials, toxic substances and other matters. We believe
that Syncrude Canada Ltd. is in substantial compliance with all applicable laws and regulations.
Amendments to current laws and regulations governing operations and activities of mining and refining
companies and the more stringent implementation thereof are actively considered from time to time and the
implementation thereof could have a material adverse impact on the Syncrude Project. There can be no
assurance that the various government licenses granted to the Syncrude Project will not be cancelled or will
be renewed upon expiry or that income tax laws and govermment incentive programs relating to the
Syncrude Project, and the mining and oil and gas industries generally, will not be changed in a manner
which may adversely affect Canadian Oil Sands. The Syncrude Project facility approval granted by the
EUB expires on December 31, 2035 unless extended.

Nature of Trust Units

Units do not represent a traditional investment in the oil and natural gas sector and should not be
viewed by investors as shares in a corporation. Units represent a fractional interest in a trust. As holders of
Units, Unitholders will not have the statutory rights normally associated with ownership of shares of a
corporation including, for example, the right to bring "oppression” or "derivative" actions. The market price
of the Units will be sensitive to a variety of market conditions including, but not limited to, interest rates and
the ability of the Trust to develop and produce its reserves. Changes in market conditions may adversely
affect the trading price of the Units.

_27-



Unitholders May Have Greater Liability than if They held Shares in a Corporation

Canadian Oil Sands' Trust Indenture provides that no Unitholder will be subject to any liability in
connection with the Trust or its obligations and affairs or for any act or omission of the Trustee, provided
that in the event that a court determines Unitholders are subject to any such liabilities, the liabilities will be
enforceable only against, and will be satisfied only out of, the Trust's assets. In addition, the Trust Indenture
states that no Unitholder is liable to indemnify the Trustee or any other person for any liabilities incurred by
the Trustee, including with respect to taxes payable by the Trust or the Trustee, and all such liabilities will be
enforced only against, and will be satisfied only out of, the Trust's assets. The Trust Indenture also provides
that all contracts entered into by or on behalf of the Trust shall contain a provision or be subject to an
acknowledgement to the effect that the obligations of the Trust thereunder will not be binding upon
Unitholders personally and that such provisions and acknowledgement shall be held in trust and enforced by
the Trustee for the benefit of the Unitholders.

In conducting its affairs, Canadian Oil Sands has assumed certain existing contractual obligations
and may have to do so in the future. Although we will use reasonable efforts to have any contractual
obligations modified so as not to have such obligations binding upon any of the Unitholders personally, we
may not obtain such modification in all cases. To the extent that any claims under such contracts are not
satisfied by Canadian Oil Sands, there is a risk that a Unitholder may be held personally liable for
obligations of Canadian Qil Sands where the liability is not disavowed as described above.

Notwithstanding the terms of the Trust Indenture, Unitholders may not be protected from
liabilities of Canadian Oil Sands to the same extent as a shareholder is protected from the liabilities of a
corporation. Personal liability may also arise in respect of claims against the Trust (to the extent that
claims are not satisfied by the Trust assets) that do not arise under contract, including claims in tort,
claims for taxes and other possible statutory liabilities. We conduct the Trust's activities in such a way
and in such jurisdictions as to avoid, so far as reasonably possible, to the extent we deem practicable any
material risk of liability on the Unitholders for claims against the Trust. We will, to the extent we
consider possible and reasonable, carry insurance, in such amounts as we consider adequate to cover our
operations and in respect of the Unitholders as additional insureds. However, most insurance policies
have exclusions for certain environmental or other liabilities. Based on the foregoing and considering the
nature of our activities and its intention to comply with all environmental regulations relating to its
properties and the insurance policies which it will hold, the possibility of any personal liability of this
nature arising is considered remote. The Trust Indenture provides that, in the event that the payment of a
Trust obligation is made by a Unitholder, such Unitholder will be entitled to reimbursement from the
available assets of the Trust. Notwithstanding the foregoing, because of uncertainties in law relating to
trusts such as the Trust, there is a risk that a Unitholder could be held personally liable for the obligations
of the Trust to the extent that claims are not satisfied by the Trust. As part of the acquisition of the
additional 13.75% working interest from EnCana, a portion of the assets of the Trust were invested in the
trust units and debt obligations of CT and as a holder of trust units, the Trustee is subject to potential
liability for obligations of CT in circumstances similar to those described above for Unitholders. CT
currently owns an effective 3.75% interest in the Syncrude Project through its 75% ownership of
Canadian Oil Sands Limited Partnership.

Changes in the fiscal regime between the Province of Alberta and the Syncrude Project could affect
Canadian Oil Sands' profitability

Our results of operations are directly affected by the fiscal regime applicable to the Syncrude

Project. The generic crown royalty system entitles the Province of Alberta to a royalty payment equivalent
to the greater of 1% of gross revenue and 25% of net revenue after deducting applicable operating and
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capital expenditures. There can be no assurance that the Canadian federal government and the Province of
Alberta will continue the regime currently in place in the future.

The petroleum industry and energy sector are highly competitive

The Canadian and international petroleum industry is highly competitive in all aspects, including
the distribution and marketing of petroleum products. The Syncrude Project competes with other
producers of crude oil, most of whom have considerably lower operating costs. Also, an increasing
supply of synthetic crude oil came on stream in 2003 and is expected to increase in 2004 and beyond. It
is expected that with such additional supply, we may obtain lower net realized revenues and may need to
sell our product further from the source of production. The petroleum industry also competes with other
industries in supplying energy, fuel and related products to consumers.

Certain decisions regarding the operation of the Syncrude Project require agreement among the other
Syncrude Participants

Including the Corporation and the LP, the Syncrude Project is a joint venture currently owned by
eight Syncrude Participants. Each Syncrude Participant's voting interest is equal to its pro rata interest in the
Syncrude Project. Certain decisions regarding the operations of the Syncrude Project require majority
agreement among the Syncrude Participants and some fundamental decisions require unanimity. Canadian
Oil Sands, through the Corporation and the LP, has two representatives on the Syncrude Management
Committee, which is a committee of the Syncrude Participants that determine the oversight of the Syncrude
Joint Venture. Future plans of the Syncrude Project will depend on such agreement and may depend on the
financial strength and views of the other Syncrude Participants at the time such decisions are made.

Canadian Oil Sands cannot provide unequivocal assurance that it is not a passive foreign investment
corporation for U.S. tax purposes.

While Canadian Oil Sands has obtained independent advice that the better view is that it is not a
passive foreign investment corporation for U.S. tax purposes, we cannot provide unequivocal assurance that
U.S. tax regulators will not take a different view. The Corporation, as the Trust's operating subsidiary, has
employees that are actively engaged in managing the Trust's investment in Syncrude and also market
Canadian Oil Sands’ SSB though a third party contractor. However, if U.S. authorities view this activity as
"passive", then Unitholders resident in the United States may be subject to additional taxes and filings as a
result of such determination.

Oil and gas reserve data and future net reserve estimates are uncertain

The reserve figures contained or incorporated by reference into this Annual Information Form are
estimates and no assurance can be given that the indicated level of recovery of SSB will be realized.
Reserves estimated for properties that have not yet commenced production may require revision based on
actual production experience. Such figures have been determined based upon the term of the operating
permit, plant processing capacity and estimates of yield and recovery factors as well as estimates of bitumen
in place. All such estimates are to some degree uncertain, and classifications of reserves are only attempts to
define the degree of uncertainty involved. For these reasons, estimates of the economically recoverable oil
and gas reserves, prepared by different engineers or by the same engineers at different times, may vary.
Canadian Oil Sands' actual production, revenues, taxes and development and operating expenditures with
respect to its reserves may vary from such estimates.
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The proved reserves included in the reserve data are calculated in accordance with Canadian
practices. The reserves from the Syncrude Project are not considered proved reserves under applicable SEC
regulations. In addition, the procedures used to estimate reserves from the Syncrude Project are not
comparable to the procedures used to estimate conventional proved reserves.

RESERVES DATA AND OTHER INFORMATION

Canadian Securities Administrators have implemented new standards of disclosure for reporting
issuers engaged in upstream oil and gas activities effective December 31, 2003. The new disclosure
standards, referred to as National Instrument ("NI") 51-101, establish a regime of continuous disclosure
for oil and gas companies and include specific reporting requirements. In addition, Canadian Qil Sands
applied for and received an order from the various securities commissions in Canada allowing Canadian
Oil Sands to report, on a consolidated basis, the reserves of the Trust's subsidiaries and to footnote the
percent of interest that the Corporation holds of such aggregate amount. The Trust's year-end reserve
report summarized in this Annual Information Form is compliant with NI 51-101 and such exemptive
relief order.

In conjunction with NI 51-101, the Standing Committee on Reserves Evaluation of the Calgary
Chapter of the Society of Petroleum Evaluation Engineers ("SPEE") and the Standing Committee on
Reserves Definitions of the Canadian Institute of Mining, Metallurgy and Petroleum ("CIM") (Petroleum
Society) developed the Canadian Qil and Gas Evaluation Handbook ("COGEH") to serve as the
guidelines for conducting reserve evaluations and reporting the results thereof. Canadian Securities
regulators require reporting issuers to comply with COGEH. Volume 1 of the handbook entitled "Reserve
Definitions and Evaluation Practices and Procedures” was published in Jfune 2002. Additional
clarification of the guidelines is still expected, hence some uncertainty still exists regarding the final form
certain mandatory reports will take.

To assist you in understanding the terminology required by NI 51-101, we are providing you
with the foillowing definitions:

Proved Reserves are those reserves that can be estimated with a high degree of certainty to be
recoverable. It is likely that the actual remaining quantities recovered will eéxceed the estimated
proved reserves. This definition is materially consistent between NI 51-101 and National Policy
(NP) 2-B. However, NI 51-101 further identifies the certainty level for proved reserves as "at
least a 90% probability that the quantities actually recovered will equal or exceed the estimated
proved reserves". No such estimate of probability was included in NP 2-B.

Proved plus Probable Reserves are those additional reserves that are less certain to be recovered
than proved reserves. NI 51-101 defines the certainty level as "at least a 50% probability that the
quantities actually recovered will equal or exceed the sum of the estimated proved plus probable
reserves." Therefore, under NI 51-101, the proved plus probable reserves represent a "best
estimate” or "expected reserves”. Under NP 2-B, a best estimate of reserves was derived by
summing proved reserves plus a fraction of the probable reserves which were "reduced for an
allowance for the risk that is associated with the probability of obtaining production from such
reserves". The risk factors were not generally estimated rigorously and it was common industry
practice for companies to report proved plus 50% of probable reserves. Historically, the Trust did
not report probable reserves.

Based on an independent engineering evaluation conducted by Gilbert Laustsen Jung Associates
Ltd. ("GLJ") effective March 9, 2004 and prepared in accordance with NI 51-101, Canadian Oil Sands
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had proved plus probable reserves of 1.8 billion barrels. Proved developed producing reserves represent
52% of proved plus probable reserves while total proved reserves account for 58% of proved plus

probable reserves.

Our crude oil reserve quantities and future net revenues were determined by GLJ both under a
constant price case as of December 31, 2003 and utilizing GLJ's price forecast as of March 1, 2004. The
future net revenues shown below are after reflecting our oil hedges and currency contracts but, prior to
provision for interest, debt service charges, general and administrative costs, mine reclamation costs and
income taxes. It should not be assumed that the discounted future net revenues estimated represents the

fair market value of the reserves.

Constant Prices

Synthetic Crude Oil
Reserves
Working  Net After Before Income Tax
[nterest Royalty Discounted Present Value (MM$)(3)

Reserves Category' '@ MMbbl  MMbbI 0% 5% 10% 12% 15% 20%
Proved Developed Producing 961 840 $14,735 $7,533 $4,669 $4,015 $3,307 $2,555
Proved Developed Non-Producing 0 0 0 0 0 0 0 0
Proved Undeveloped 109 96 1,685 957 334 148 -72 -324
Total Proved 1,070 936 16,420 8,490 5,003 4,163 3,235 2,231
Probable 779 666 13,517 3,424 1,061 706 411 205
Total Proved Plus Probable 1,849 1,602 $29,937 $11,914 $6,064 $4.,869 $3,646 $2,436
Notes:
(8} Canadian Oil Sands Limited constitutes 89% of the total reserves shown; the remaining 11% being held by CT through the LP.
2) Figures may not add correctly due to rounding.
3) Based on a light sweet crude oil price at Edmonton, Alberta of $40.81 per barrel less an $0.80 per barre! differential.

Total Future Net Revenue (Undiscounted Constant Case

)(1)

Capital Development Abandonment”

Future Net Revenue™

Revenue Royalties Operating Costs Costs Casts Before Income Taxes

(MM$) (MMS$) (MM$) (MMS$) (MMS) (MM$)
Proved Producing $38,415 $4,821 516,542 $2,316 $0 $14,736
Proved Developed Non-producing 0 0 0 0 0 Q
Proved Undeveloped 4,374 542 271 1,877 0 1,684
Total Proved 42,789 5,363 16,813 4,193 0 16,420
Total Probable 31,168 4,536 11,193 1,922 0 13,517
Total Proved Plus Probable $73,957 $9,899 $28,006 $6,115 50 $29,937

Notes:
{H
@

Figures may not add correctly due to rounding.

trust funds are estimated at $210 million, and for proved plus probable reserves, at $350 miilion.

@)

calculation of the future net revenues pre and post tax are the same amount.
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Forecast Prices and Costs

Synthetic Crude Oil
Reserves
Working  Net After Before Income Tax ]
Interest Royalty Discounted Present Value (MM$)(3)
Reserves Category'"™ MMbbl  MMbbi 0% 5% 10% 12% 15% 20%
Proved Developed Producing 961 875 $9,977 $5,100 $3,233 $2,816 $2,371 $1,902
Proved Developed Non-Producing 0 0 0 0 0 0 0 0
Proved Undeveloped 109 98 1,103 396 -100 -238 -398 -573
Total Proved 1,070 973 11,080 5,496 3,133 2,578 1,973 1,329
Probable 779 682 13,231 3,037 815 502 256 103
Total Proved Plus Probable 1,849 [,655 $24,311 $8,533 $3,948 $3,080 $2,229 $1,432
Notes:
m Canadian Oil Sands Limited constitutes 89% of the total reserves shown; the remaining 11% being held by CT through the LP.
3} Figures may not add correctly due to rounding.
3 Based on a light sweet crude oil price at Edmonton, Alberta less an $0.80 differential. Projected Edmonton light sweet crude oil prices
are as follows:
2004 $44.75 per barrel
2003 $37.75 per barrel
2006 $34.25 per barrel
2007-2009 $32.50 per barrel
2010 $33.00 per barrel
Thereafter increased by 1.5% per annum
Total Future Net Revenue (Undiscounted Forecast Prices and Costs)”
Operating Capital Development Abandonment®  Future Net Revenue”’
Revenue Royalties Costs Costs Costs Before Income Taxes
(MMS) (MMS$) (MMS$) (MM$) (MM$) (MM$)
Proved Producing $36,528 $3,248 $20,329 $2,974 $0 $9,977
Proved Developed Non-producing 0 0 0 0 0 0
Proved Undeveloped 2,834 340 -475 1,866 0 1,103
Total Proved 39,362 3,588 19,854 4,840 0 11,080
Total Probable 35,194 4,483 14,790 2,690 0 13,231
Tatal Proved Plus Probable $74,556 $8,071 $34,644 $7,530 $0 $24,311
Notes:
(H Figures may not add correctly due to rounding.
(&) Mining reclamation costs were not included in this calculation. Future mining reclamation costs for proved reserves net of reclamation
trust funds are estimated at $210 million, and for proved plus probable reserves, at $350 miilion.
3) As the Trust and its subsidiaries do not expect to pay any income taxes other than large corporations tax in the foreseeable future, the

calculation of the future net revenues pre and post tax are the same amount.

The proved developed producing reserves and production forecast reflect the current upgrading
capacity available at Syncrude and limit the reserves to those forecast to be recovered within the
remaining 32 years of the Alberta Energy and Utilities Board (EUB) approval. Although the center and
west pits of Aurora North are not yet on production, reserves from these pits are classified as proved
developed producing since their recovery does not require a material amount of additional capital.
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The proved undeveloped scenario includes capital relating to the upgrader expansion that is
currently in progress (UE-1) and the base mine replacement (SWQR) and the sulphur emissions reduction
(SER) projects. These investments will accelerate production, improve the yield on bitumen and enable
all of the reserves associated with Aurora North to be recovered within the current approval period.
Proved reserves were constrained to areas where Syncrude currently has approvals to mine.

The probable undeveloped reserves are primarily associated with the development of Aurora
South and improvements to both extraction recovery and upgrading yield. Although Aurora South
development plans are continuing to progress, the independent evaluator has classified recovery from this
ore body as probable, given both the lack of a firm commitment by the owners to proceed beyond a Stage
3 off-ramp scenario and current expectations of production not occurring until after 2010.

Reserve Life

Canadian Oil Sands' estimated reserve life index using reserves prepared by GLJ based on 2004
production guidance of 30.5 million barrels provided by Canadian Oil Sands is as follows:

Reserves
(Millions of barrels) Reserve Life Index
Proved Reserves 1,070 35 years
Proved plus Probable 1,849 60 years

Please refer to our Form 51-101F1 which is available at www.sedar.com for further information
on Canadian Oil Sands' reserves.

HISTORICAL QUARTERLY INFORMATION

The following tables set out the Trust's average daily sales of synthetic crude oil (before
deduction of royalties), the average realized selling price received per barrel, netback price per barrel and
capital expenditures for each quarter of 2003 and 2002. Netback is defined as the averaged realized
selling price after giving effect to hedging, less operating costs and Crown royalties.

Quarterly Information — 2003 First Second Third Fourth
Average daily sales bbls/d 46,752 64,777 86,196 68,990
Netback ($/bbl)
Realized selling price before hedging 51.71 41.41 40.46 38.73
Hedging gains (losses) {9.81) (1.90) (2.59) (3.69)
Total realized selling price 41.90 39.51 37.87 35.04
Operating costs (24.21) (24.05) (15.86) (22.93)
Crown Royalties (0.42) (0.49) (0.59) 0.41)
Netback 17.27 14.97 21.42 11.70
Capital Spending ($ thousands) 132,937 189,438 205,766 257,446
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Quarterly Information — 2002 First Second Third Fourth
Average daily sales bbls/d 49,441 38,761 56,757 54,135
Netback ($/bbl)
Realized selling price before hedging 34.18 40.43 43.73 42.95
Hedging gains (losses) 1.03 (1.74) (1.91) (2.03)
Total realized selling price 35.21 38.69 41.82 40.92
Operating costs (16.25) (27.35) (12.78) (14.73)
Crown Royalties (0.34) 041) (0.44) (0.43)
Netback 18.62 10.93 28.60 25.76
Capital Spending ($ thousands) 60,622 92,541 105,891 144,149
FUTURE COMMITMENTS

Our future commitments and contractual obligations are outlined on pages 38 and 39 of the
Management's Discussion and Analysis of our Annual Report for the year ended December 31, 2003
which pages are incorporated herein by reference.

SELECTED CONSOLIDATED FINANCIAL INFORMATION

The provisions relating to selected consolidated financial information that are contained on pages
23 to 25 of our Management's Discussion and Analysis of the Annual Report are incorporated herein by
reference.

DISTRIBUTABLE INCOME

Unitholders of record on or about the last business day of each of January, April, July and
October are entitled to receive cash distributions on the last working day of the following month in
respect of the Unitholder distributions of the immediately preceding calendar quarter. For example,
distributions for the fourth quarter, 2003 are paid on the last business day of February, 2004; distributions
for the first quarter, 2004 will be paid on the last business day of May; for the second quarter, 2004, the
last business day of August and for the third quarter, 2004, the last business day of November. Unitholder
distributions are comprised of the trust royalty payments, revenues from the GORR, interest income
earned, distribution on CT's ordinary units, and debt repayments received by the Trust for that quarter less
the direct expenses of the Trust paid during that quarter. Cash distributions paid to Unitholders are
determined by the Corporation's Board of Directors, in their sole discretion, and will only be declared and
paid if deemed prudent to do so. Covenants in our bank credit agreements could limit cash distributions to
the Unitholders in certain circumstances, including where the credit rating of the Corporation falls below
investment grade.

At the discretion of the Corporation's Board of Directors, the Trust may also make cash

distributions of the Trust's capital provided that such distributions are made out of funds that are in excess
of amounts reasonably required to satisfy obligations of Canadian Oil Sands.
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The actual amount of the trust royalty received by the Trust from the Corporation depends on the
quantity of oil produced, prices received, hedging contract receipts and payments, capital, operating and
administrative expenses, debt service charges, and changes to the utilization of expansion financing
determined to be prudent by the Corporation.

During normal operations, the production of SSB is generally consistent from month to month, but
capital and other expenditures will generally occur in a less consistent manner. As a result, the Corporation
has the right to hold back certain funds in the calcuiation of the trust royalty as a utilization of expansion
financing to allow it to meet cash requirements attributable to the working interest and to meet its ongoing
obligations as a Participant. Thereafter, the Corporation has the right to maintain, add to or reduce this
utilization fund, as it believes necessary or prudent in the management of the working interest, provided that
amounts drawn from such utilization fund must be applied to pay production costs.

In addition to the trust royalty payments received from the Corporation, commencing in March
2003, the Trust also received distribution income from its subsidiary, CT. CT makes distributions from
available cash flow on the ordinary units of CT that are held by the Trust on a quarterly basis.

DESCRIPTION OF CAPITAL STRUCTURE

- General Description Structure

~ The Trust is authorized to issue up to 500,000,000 Units. Each Unit represents a beneficial
interest in the Trust and entitles the holder to one vote per Unit and participates in any distributions or
liquidation made by the Trust. At the annual general and special meeting held in April 2003, Unitholders
approved the issuance by the Trust of convertible securities. As of March 22, 2004, there were no
securities of the Trust created and issued other than Units. All Unitholders share equally in all
distributions of the Trust. No conversion, retroaction or pre-emptive rights are attached to the Units.
Units are redeemable at the option of the Unitholder at a price that is the lesser of 90% of the average
closing price of the Units on the principal trading market for the previous 10 days and the closing market
price on the date of tender for redemption. There is a limit of $250,000 per quarter for such redemptions.

Foreign Ownership

The trust indenture, under which the Trust was created, provides that no more than 49% of the
Units of Canadian Oil Sands Trust can be held by non-Canadian residents. Depending upon the nature of
the Trust’s operations at the time, the potential impact of exceeding this threshold may be the loss of
mutual fund status to the Trust, which may significantly impact the valuation of the Units. As such, the
Trust continues to monitor, to the extent possible given the practical limitations regarding beneficial
ownership information, the level of non-Canadian resident Unitholders. To the best of our knowledge,
the Trust has always had less than 50% non-Canadian resident Unitholders.

The Trust uses declarations from Unitholders and geographical searches to estimate the level of
Canadian and non-Canadian resident Unitholders of the Trust at certain periods throughout the year.
While the Trust believes that these results are reasonable estimations at the time that they are provided,
the inability of all public issuers to obtain the residency information of its beneficial holders means that
issuers are reliant upon the information provided to the transfer agent. As a result, the residency
information is subject to the accuracy provided by third party data and by system limitations.
Accordingly, the reported level of Canadian ownership is subject to these limitations and the level of
Canadian ownership may change at any time without notice.
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As at March 22, 2004, based on account data at March 12, 2004, Canadian Oil Sands estimates
that approximately 45% of our Units are held by non-Canadian residents with the remaining 55% being
held by Canadian residents. We will continue to monitor the non-resident ownership levels. If at any time
the Trustee of the Trust becomes aware that the 49% ownership limit is imminent, it may publish a notice
and require completion of residency declarations before the Trustee will complete any transfer of units.
At the time that the non-Canadian residency level exceeds 50%, the Trustee may send a notice to
Unitholders and require any non-Canadian resident Unitholder to sell their Units, or a portion thereof
within 60 days. If the Units are not sold within the 60 days or if the Unitholders are not able to provide
evidence that they are not non-residents, the Trustee may sell their Units on the Unitholders’ behalf. The
trust indenture also allows the Trustee to take any such other action that the Trustee deems necessary or
appropriate, including the withholding of distributions until such time as Unitholders have satisfied the
Trustee of their residency status and that such status does not violate the limitation within the trust
indenture.

Ratings

As at March 22, 2004, the Units of the Trust were not separately rated. The debt securities of the
Corporation, the main operating subsidiary of the Trust, were rated BBB+ with a negative outlook from
Standard and Poor's and Baa2 with a negative outlook from Moody's Investor Service.

MANAGEMENT'S DISCUSSION AND ANALYSIS

Reference is made to the Management's Discussion and Analysis section on pages 20 through 48
of our Annual Report for the year ended December 31, 2003, which is incorporated by reference in this
Annual Information Form.

MARKET FOR SECURITIES

The Units are listed for trading on the Toronto Stock Exchange ("TSX") and trade under the
symbol COS.UN. The table below sets out the price ranges and volumes traded on the TSX during 2003.

Month High Low Close Volume Traded
($/Units) (8/Units) ($/Units) (thousands)
January 39.00 36.55 38.90 2,258
February 39.00 34.93 36.20 4,443
March 36.23 34.55 35.35 2,619
April 35.70 33.90 34.26 3,674
May 35.45 32.26 35.25 4,927
June 36.00 34.84 34.93 3,278
July 37.65 34.40 37.08 5,221
August 3R.35 36.90 38.20 5,736
September 40.10 37.80 39.20 3,781
October 39.95 38.50 38.72 2,800
November 41.55 38.05 41.50 3,414
December 45.70 40.80 45.69 3,266
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DIRECTORS AND OFFICERS

The Trust has no directors, officers or employees. The following information pertains to the
board of directors and officers of the Corporation as at March 22, 2004.

Directors

The following are the names and municipalities of residence of the directors of the Corporation,
their positions with the Corporation and principal occupations within the past five years and the year in
which each first became a director of the Corporation.

Year First

Name and Became a
Municipality of Residence Position Held and Principal Occupation Director
Marcel R. Coutu President and Chief Executive Officer 2001
Calgary, Alberta
E. Susan Evans, Q.C.™® Corporate Director 1997
Calgary, Alberta
The Right Honourable Donald  Corporate Director and Business Consultant 2002
F. Mazankowski®"
Vegreville, Alberta
Wayne M. Newhouse'” President, Morgas Ltd. (oil and gas production) 1996
Calgary, Alberta
Walter B. O'Donoghue, Q.C.® Counsel, Bennett Jones LLP (law firm) 1995
Calgary, Alberta
C.E. (Chuck) Shultz Chairman, Canadian Oil Sands Limited, Chairman and Chief 1996
Calgary, Alberta Executive Officer, Dauntless Energy Inc. (private oil and gas

corporation)
Wesley R. Twiss® Corporate Director 2001
Calgary, Alberta
John B. Zaozimy, Q.C.?@ Counsel, McCarthy Tétrault LLP (law firm) 1996

Calgary, Alberta

Notes:
1) Member of the Audit Committee.
) Member of the Corporate Governance and Compensation Committee.

Each of the Nominees has been engaged in the occupation set forth in the above table or similar
occupations with the same employer for the last five years except: Mr. Coutu (who was Senior Vice
President and Chief Financial Officer of Gulf Canada Resources Limited from May 1999 to July 2001,
and prior to that was Director, Finance, Vice President, Finance and, subsequently, Senior Vice President,
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International of TransCanada Pipelines Limited); Mr. Twiss (who was Executive Vice President and
Chief Financial Officer of PanCanadian Energy Corporation from January 2000 to April 2002, and prior
to that was Executive Vice President and Chief Financial Officer of Petro-Canada from 1998 to January
2000); and Mr. Newhouse (who was President of Newhouse Resource Management Limited from
February 1995 to June 2001).

Mr. O'Donoghue is counsel to Bennett Jones LLP and Mr. Zaozirny is counsel to McCarthy
Tétrault LLP, both of which firms provide legal services to Canadian Oil Sands from time to time.

Computershare Trust Company of Canada, the successor in interest to Montreal Trust Company of
Canada, is the Trustee of the Trust. The Corporation does not have an executive committee. The Corporate
Governance and Compensation Committee was formed in early 2002. Commencing in the fall of 2003, the
Audit Committee also acts as the reserves committee of the Board.

The Audit Committee is comprised of the members listed below. The Board has determined that
each member is an "independent" director and is financially literate. Beside each member's name is such

person's education and experience relevant to such member's performance as an audit committee member.

Name Relevant Education and Experience

Wesley R. Twiss (Chair) Mr. Twiss has over 30 years experience in the oil and gas industry,
including more than 10 years of which were in the position as chief
financial officer of large public oil and gas companies which held
or managed an interest in the Syncrude Joint Venture. Mr. Twiss is
a member of the Audit Committee of Hydrogenics Corporation and
of the managing company of which KeySpan Facilities Income
Fund owns 75%. He is also a trustee of Enbridge Income Fund and
is also a member of the Audit Committee of a subsidiary of such
fund. Given this background, Mr. Twiss has experience on both
trust and financial issues. Mr. Twiss has an MBA from the
University of Western Ontario and is a member of the Institute of
Corporate Directors.

E. Susan Evans, Q.C. Ms. Evans has acted as a director on numerous boards of public and
private entities which operated in the areas of oil and gas, utility,
banking, government and charities. Ms. Evans was a former Chair
of the Audit Committee for the Province of Alberta, is a member of
the Audit, Risk and Finance Committee of Enbridge Inc. and was a
member of the Audit Committee of Anderson Exploration Ltd. and
the Chair of the Audit Committee of Canadian Oil Sands prior to
and immediately following the merger with Canadian Oil Sands
Trust and Athabasca Oil Sands Trust in 2001. She was also a
Commissioner of the Alberta Financial Review Commission. Ms.
Evans has completed an MBA level accounting course at Edinburgh
Business School, Heriot-Watt University, and has completed the
Ivey League Executive Program at the Richard Ivey School of
Business.
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Name Relevant Education and Experience

The Right Honourable Donald F. Mr. Mazankowski was the former Minister of Finance, Government

Mazankowski of Canada and has acted as a member of the audit committee on
several public entities, including his current position on the audit
committees of Investors Group and Weyerhaeuser Company.

Wayne M. Newhouse Mr. Newhouse has acted in various director and executive
capacities for a number of private and public entities, primarily in
the oil and gas sector. In particular, he was the former Chair of the
Audit Committee of Progas Ltd. and currently is a director and
Chair of the Reserves Audit Committee of Petrofund Energy Trust.
Mr. Newhouse has also completed an Alexander Hamilton Institute
two year business program and Investment Dealer Association
courses.

The terms of reference for the Audit Committee are set out in Schedule A to this Annual
Information Form. In addition to the terms of reference, the Audit Committee has adopted procedures
relating to the engagement of non-audit services.

The Audit Committee has restricted the auditors from providing any services that could
reasonably be seen as functioning in the role of management, auditing their own work or acting as an
advocate role for Canadian Oil Sands. In particular, the external auditor is not to provide bookkeeping
functions, actuarial or appraisal services (other than related to tax services), internal audit, human
resources, or legal services (other than for French translation services). The Audit Committee has defined
what constitutes audit services, audit related services, tax services and other services. Except in relation
to audit services, amounts over $25,000 require the pre-approval of the Audit Committee. However, all
of the services provided and the amounts paid, regardless of their magnitude, must be disclosed to the
Audit Committee at the Audit Committee meeting immediately following such engagement. If any of the
services (other than audit services) are over $25,000, such services must be pre-approved by the Audit
Committee or the Chair of the Audit Committee.

The following fees (exclusive of GST) were paid to PricewaterhouseCoopers LLP in 2002 and

2003:

Fee Descriptions 2002 2003
Audit $ 70,630 $ 123,500
Audit Related $ 10,655 $214,300
Tax $ 17,650 $ 354,000
All Other Nil Nil
Officers

There are no direct officers of the Trust. Instead, management of the Trust is exercised by the
Corporation and its directors and officers. The following table identifies each of the officers of the
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Corporation, as at March 22, 2004, their municipalities of residence, their current office, and their
principal occupations for the five-year period preceding December 31, 2003.

Name and Municipality

of Residence

Current Office

Five Year History of Principal Occupations

C.E. (CHUCK) SHULTZ
Calgary, Alberta

MARCEL R. COUTU
Calgary, Alberta

ALLEN R. HAGERMAN,
F.CA.
Cochrane, Alberta

TRUDY M. CURRAN
Calgary, Alberta

Chairman of
the Board of Directors

President and Chief Executive

Officer

Chief Financial Officer

General Counsel and
Corporate Secretary

Chairman and Chief Executive Officer, Dauntless Energy Inc. (private oil and
gas corporation)

President and Chief Executive Officer, the Corporation; prior thereto, Senior
Vice President and Chief Financial Officer of Gulf Canada Resources Limited
from May 1999 to July 2001; prior thereto, Director, Finance, Vice President,
Finance and, subsequently, Senior Vice President, International of TransCanada
PipeLines Limited

Vice President and Chief Financial Officer of Fording Canadian Coal Trust from
March 2003 to May 2003; Vice President and Chief Financial Ofticer of Fording
Inc. from June 2001 to March 2003 and Vice President, Finance and Accounting
and Secretary of Fording Inc. from 1996 to 2001

Corporate Secretary of the Ceorporation from November 2001 to May 2002,
Senior Counsel and Assistant Corporate Secretary, EnCana Corporation from

April 2002 to September 2002; Staff Legal Counsel, PanCanadian Energy
Corporation from November 2001 to March 2002; Senior Counsel, Canadian
Pacific Limited from March 1999 to October 2001; and prior thereto, Associate
General Counsel and Assistant Corporate Secretary, Canadian Airlines

Corporation
RYAN M. KUBIK Treasurer Advisor, Corporate Finance, EnCana Corporation from April 2002 to August
Calgary, Alberta 2002 and prior thereto, Associate Director, Treasury, PanCanadian Energy
Corporation
LAUREEN C. DUBOIS Controller Manager, Accounting of the Corporation from November 2002 to January 2004;

Senior Accountant, EnCana Corporation November 2001 to October 2002;
Assistant Manager, Group Accounting, Canadian Pacific Limited from January
2000 to October 2001 and prior thereto, Senior Associate, Deloitte and Touche

Calgary, Alberta

As of March 12, 2004, the Directors and Officers of Canadian Oils Sands, as a group, beneficially
own, directly or indirectly, or exercise control or direction over 102,891 Units of the Trust, representing less
than 1% of the issued and outstanding units of the Trust.

INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS

Other than as disclosed in this Circular or in a prior information circular, no "informed person"
(as defined in National Instrument 51-102), nor any insider of the Trust or the Corporation, nor the
Trustee, nor any person nominated for election as a director of the Corporation, nor any associate or
affiliate of such persons, has had any material interest, direct or indirect, in any transaction of the Trust
since the commencement of the Trust's last financial year or in any proposed transaction which has
materially affected or would materially affect the Trust or any of its subsidiaries. Copies of prior
information circulars of the Trust may be accessed at the website for the "System for Electronic Data
Analysis and Retrieval" maintained by the Canadian Securities Administrators at www.sedar.com.
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Computershare Trust Company of Canada acts as both Trustee and the transfer agent for the
Units, and receives fees for its services in both capacities. In its capacity as Trustee of the Trust, the
Trustee is paid a reasonable fee in connection with the administration and management of the Trust and is
also reimbursed for all expenses properly incurred, as agreed by the Trustee and the Corporation.

The Trustee, on behalf of the Trust, holds all of the issued and outstanding COSL Shares.
TRANSFER AGENT AND REGISTRARS

Computershare is our trustee, transfer agent and registrar. They may be contacted at 710, 530 —
8" Avenue S.W., Calgary, Alberta T2P 3S8; phone (403) 267-6800; facsimile (403) 267-6598 and have
offices in Vancouver, Calgary, Toronto, Montreal, and Halifax. In 2003, we paid Computershare $35,845
in fees plus an additional $103,360 as reimbursement for expenses and ancillary charges for the year in
relation to them acting as trustee and as transfer agent and registrar of the Units.

INTEREST OF EXPERTS
Gilbert Laustsen Jung Associates Ltd.

In October, 2003, the Board appointed GLJ as the independent reserves evaluator for Canadian
Oil Sands. The partners and associates of GLJ, as a group, own, directly or indirectly, less than 1% of the
outstanding Units.

ADDITIONAL INFORMATION

Additional ~ information, including Directors' and Officers' remuneration and indebtedness,
principal holders of the Trust's securities, options to purchase securities and interest of insiders in material
transactions, where applicable, is contained in the Trust's Management Proxy Circular dated March 12,
2004, which relates to the Annual and Special Meeting of Unitholders held on April 26, 2004. Additional
financial information is provided in the Trust's consolidated comparative audited financial statements and
notes thereto for the year ended December 31, 2003.

When securities of the Trust are in the course of a distribution pursuant to a short form prospectus or
a preliminary short form prospectus has been filed in respect of a distribution of its securities, copies of the
following documents may be obtained by contacting:

Canadian Oil Sands Trust Telephone (403) 218-6240
¢/o Canadian Oil Sands Limited Facsimile (403) 218-6210
2500 First Canadian Centre

350 ~ 7" Avenue S.W.

Calgary, Alberta T2P 3N9

Attention: General Counsel and Corporate Secretary

1) one copy of the Trust's Annual Information Form, together with one copy of any document, or the
pertinent pages of any document, incorporated by reference in the Annual Information Form;
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2) one copy of the Trust's comparative consolidated financial statements for its most recently completed
financial year, together with the accompanying auditors' report and one copy of any interim consolidated
financial statements of the Trust filed subsequent to its most recently completed financial year;

3) one copy of the Trust's most recent Management Proxy Circular; and

4) one copy of any other documents that are incorporated by reference into the preliminary short form
prospectus or short form prospectus and are not required to be provided under paragraphs (1), (2) or (3)
above.

At any time, copies of the documents referred to in paragraphs (1) to (4) above may be obtained
upon request from the General Counsel and Corporate Secretary, provided that, if the request is made by a
person who is not a Unitholder of the Trust, payment of a reasonable charge for such copies may be
required.
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Exemption under Rule 12g3-2(b)

é
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Canadian Qil Sands ,

FORM OF PROXY

THIS PROXY IS SOLICITED BY THE MANAGER OF CANADIAN OIL SANDS TRUST AND WILL BE USED AT
THE ANNUAL AND SPECIAL MEETING OF UNITHOLDERS TO BE HELD ON MONDAY, APRIL 26, 2004

The undersigned holder of trust units (“Units”) of Canadian Oil Sands Trust (the “Trust”) hereby appoints
C.E. (Chuck) Shultz, Chairman of the Board of Canadian Oil Sands Limited (“COSL”), or Marcel R. Coutu, President and
Chief Executive Officer of COSL, or instead of either of them, , as the
nominee of the undersigned, to attend and act for and on behalf of the undersigned at the annual and special meeting
(the “Meeting”) of the Unitholders of the Trust to be held on Monday, April 26, 2004 at 2:00 p.m. (Calgary time) in the
Glenview Room, TELUS Convention Centre, 120 - 9th Avenue S.E., Calgary, Alberta, and at any adjournment thereof, and
at every poll which may be taken in consequence thereof, and to vote the Units registered in the name of the undersigned,
with the same powers that the undersigned would have if the undersigned was personally present at the Meeting or such
adjournment thereof. Without limiting the generality of the authorization and power hereby given, the undersigned hereby
revokes any proxy previously given and directs the nominee appointed hereunder to vote the Units as follows, and the
trustee of the Trust (the “Trustee”) shall, where applicable, in turn vote the common shares of COSL in accordance with the
decision of the Unitholders:

1. Directing the Trustee to vote the common shares of COSL so as to appoint 0 FOR
Prlcewaterhouse'Coopers LPP as the auditor of COSL for the ensux}'lg year [] WITHHOLD FROM VOTING
at a remuneration to be fixed by COSL and approved by the directors
thereof;
2. Appointing PricewaterhouseCoopers LLP as the auditor of the Trust for 0 FOR
the er‘lsumg year at a remuneration to be fixed by COSL and approved by (] WITHHOLD FROM VOTING
the dquctors thereof;
3. Directing the Trustee to vote the common shares of COSL so as to elect as [J FOR
dlrect?rs of COSL all of the nomm'ees of the Trust, as described and set [ WITHHOLD FROM VOTING
forth in the Management Proxy Circular of the Trust dated March 12,
2004, and to fill any vacancies among the directors of COSL that may arise
between the Meeting and the first meeting of the Unitholders thereafter
that considers the election of directors, by appointing to any such vacancy
a person selected by COSL;
4, Approving the special resolution regarding the approval of an amended [0 FOR
Unitholder Rights Plan, as described and set forth in the Management [ AGAINST

Proxy Circular of the Trust dated March 12, 2004; and

5.  On any other business that may properly come before the Meeting or any adjournment or adjournments thereof, in
such manner as the proxyholder may determine in his or her discretion.



This form of proxy confers on the nominees named herein discretionary authority with respect to amendments or
variations of those matters identified in the accompanying Notice of Annual and Special Meeting of Unitholders (the
“Notice of Meeting”) dated March 12, 2004 or any other matters that may properly come before the Meeting or any
adjournments thereof. This proxy also authorizes the Trustee to replace any nominee identified above for election as a
director of COSL if such nominee is unable or not willing to serve as a director. As at March 12, 2004, neither the Trustee
nor COSL knows of any such amendments, other matters or anticipated replacements.

The Units represented by this proxy will be voted on the matters listed above and identified in the Notice of Meeting in
such manner as the Unitholder giving this proxy may have specified by marking an “X” in the spaces provided above for that
purpose. If no choice is specified hereon as to the manner in which the Units represented by this proxy are to be voted with
respect to any matter listed above and identified in the Notice of Meeting, then all such Units will be voted “FOR” each
such matter.

A Unitholder entitled to vote at the Meeting has the right to appoint a person (who need not be a Unitholder) to attend
and act for and on behalf of such Unitholder at the Meeting other than the persons designated as nominees in this form of
proxy. To exercise this right, the Unitholder should insert in the name of such person in the blank space provided above.

This proxy is solicited on behalf of the Trustee by the management of COSL pursuant to the terms of the Management
Agreement dated July 3, 2001 between the Trust and COSL.

To be effective, proxies must be received by Computershare Trust Company of Canada, 100 University Avenue, Toronto,
Ontario, M5]J 2Y1 (Attention: Proxy Department) not less than twenty-four (24) hours before the time set for the holding of
the Meeting or any adjournment thereof. Proxies may be revoked at any time prior to their use.

DATED this day of , 2004.

Name of Unitholder (please print)

Signature of Unitholder (or duly authorized person)
NOTES:

1. This proxy must be executed by the Unitholder or by his or her attorney
duly authorized in writing or, if the Unitholder is a corporation, under
its corporate seal by a duly authorized officer or attorney thereof
indicating the capacity under which such officer or attorney is signing.

2. Proxies not dated in the space provided will be deemed to bear the date
on which the accompanying Management Proxy Circular was mailed to
Unitholders. ‘

3. The name of the Unitholder must appear exactly as it is shown on the
affixed label. If Units are held jointly, any one of the joint owners
may sign.

4. If Units are registered in the name of an executor, administrator, trustee
or similar holder, such holder must set out his or her full title and sign
the proxy exactly as registered. If Units are registered in the name of a
deceased or other Unitholder, the Unitholder’s name must be printed in
the space provided, the proxy must sign below the Unitholder signature
and evidence of authority to sign on behalf of the Unitholder must be
attached to the proxy.



Exemption under Rule 12g3-2(b)

é

Canadian Qil Sands

March 22, 2004

To: Alberta Securities Commission
British Columbia Securities Commission
Saskatchewan Securities Commission
Manitoba Securities Commission
Ontario Securities Commission
Commission des valeurs mobiliéres du Québec
New Brunswick Officer of the Administrator of Securities
Nova Scotia Securities Commission
Registrar of Securities, Prince Edward Island
Newfoundland Department of Government Services and Lands, Securities Division

Dear Sirs;

We confirm that the following material was sent by pre-paid mail on March 22, 2004, to all
registered holders of units of Canadian Oil Sands Trust:

1. 2003 Annual Report, including Management’s Discussion and Analysis and Annual Financial
Statements for the year ended December 31, 2003;

Notice of Annual and Special Meeting of Unitholders;

Management Proxy Circular;

Form of Proxy;

Postage-paid proxy return envelope; and

Interim Financial Statements mailing list card.

A

We further confirm that copies of the above-mentioned materials will be sent to each
intermediary holding units of Canadian Oil Sands Trust who responded to the search procedures
pursuant to National Instrument 54-101 regarding shareholder communication.

Yours very truly,

CANADIAN OIL SANDS TRUST
by its manager,

CANADIAN OIL SANDS LIMITED
(signed) Trudy M. Curran

Trudy M. Curran
General Counsel and Corporate Secretary
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FORM 51-101F1 e,
STATEMENT OF RESERVES DATA AND OTHER OIL o,
AND GAS INFORMATION OF CANADIAN OIL SANDS TRUST %,
o,
PART1  RELEVANT DATES
Item 1.1 Effective Date:

The effective date of the reserves estimates and revenue projection in this report
is December 31, 2003.

ltem 1.2 Data Date:

Estimates of reserves and projections of production were generally prepared
using data to March 5, 2004. Canadian Qil Sands Limited (the "Corporation”) on behalf of
Canadian Oil Sands Trust (the "Trust") and its subsidiaries have provided Gilbert Laustsen Jung
Associates ("GLJ") with a representation letter confirming that complete and correct information
has been provided 1o GLJ.

Item 1.3 Preparation Date:

The preparation date of this report is March 9, 2004. As of the preparation date,
the Trust and its independent reserves evaluator, GLJ are not aware of any new information
(other than commadity pricing assumptions which may differ from those used in this analysis)
which could materially impact this evaluation.

PART 2 DISCLOSURE OF RESERVES DATA
Item 2.1 Reserves Data (Constant Prices and Costs)

Summary of Oil Reserves and Net Present Values of Future Net Revenue (Constant Case)

Synthetic Crude Qil
Reserves
Working  Net After Before Income Tax
Interest  Royalty Discounted Present Value (MM3)

Reserves Category MMbbi MMbbl 0% 5% 10% 12% 15% 20%
Proved Developed Producing 961 840 $14,735 $7.533 $4,669 $4,015 $3,307 $2,555
Proved Developed Non-Producing 0 0 Q 0 0 0 0 0
Proved Undeveloped 109 96 1,685 957 334 148 -72 -324
Total Proved 1,070 936 16,420 8,490 5,003 4,163 3,235 2,231
Probable 779 666 13,617 3,424 1,061 706 411 205

Total Proved Plus Probable 1,849 1,602 $29,937 $11,914 $6,064 $4,869 $3,646 $2,436




Additional Information Concerning Future Net Revenue (Constant Case)

Total Future Net Revenue (Undiscounted Constant Case)

Capital Development

Abandonment'"

Future Net Revenue®

Revenue Royalties Qperating Costs Costs Costs Before income Taxes
(MMS$) (MM$) (MMS$) (MM$) (MM3$) (MMS$)
Praved Praducing $38,415 $4.821 $16,542 $2,316 $0 $14,736
Proved Developed Nonproducing 0 0 0 0 0 0
Proved Undeveloped 4,374 542 271 1.877 0 1,684
Total Proved 42,789 5363 16,813 4,193 0 16,420
Total Probable 31,168 4,536 11,193 1,922 0 13,517
Total Proved Plus Probable $73,957 $9,899 $28,006 $6,115 $0 $29,937

Notes:

M

Mining reclamation costs were not included in this calculation. Future mining reclamation costs for proved reserves net of

reclamation trust funds are estimated at $210 million and for proved plus probable reserves, at $350 miltion.

@

foreseeable future, the calculation of the future net revenues pre and post tax are the same amount,

As the Trust and its subsidiaries do not expect to pay any income taxes other than large corporations tax in the

The Trust produces only one product type group, namely synthetic crude oil
which is produced by the Syncrude Joint Venture (“Syncrude”) that is operated by Syncrude
Canada Ltd. The Syncrude operations are located near Fort McMurray, Alberta, Canada.

{tem 2.2

Reserves Data (Forecast Prices and Costs)

Summary of Oil Reserves and Net Present Value of Future Revenue (Forecast Prices and Costs)

Synthetic Crude Oil
Reserves

Working Net After

Before Income Tax

Interest  Royalty Discounted Present Value (MMS)
Reserves Category MMbbl MMbbl 0% 5% 10% 12% 15% 20%
Praved Developed Producing 961 875 $9,977 $5,100 $3,233 $2,816 $2,371 $1,902
Proved Developed Non-Producing 0 0 ¢] 0 0 0 0 0
Proved Undeveloped 109 98 1,103 396 -100 -238 -398 -573
Total Proved 1,070 a73 11,080 5,496 3,133 2,578 1,973 1,329
Probable 779 682 13,231 3,037 815 502 256 103
Total Proved Plus Probable 1,849 1,655 $24,311 $8,533 $3,948 $3,080 $2,229 $1,432




Total Future Net Revenue (Undiscounted Forecast Prices and Costs)

Operating Capital Development  Abandonment’”  Future Net Revenue®®
Revenue Royalties Costs Costs Costs Before Income Taxes
(MM$) (MM3) (MMS) (MM3$) (MM$) {MM$)
Proved Producing $36,528 $3,248 $20,329 32,974 30 $9.977
Proved Developed Nonpraducing 0 0 0 0 0 0
Proved Undeveloped 2,834 340 -475 1,866 0 1,103
Total Proved 39,362 3,588 19,854 4,840 0 11,080
Total Probable 35,184 4,483 14,790 2,690 0 13,231
Total Proved Plus Probable $74,556 $8.071 $34.644 $7,530 $0 $24,311
Notes:
(1) Mining reclamation costs were nct included in this calculation. Future mining reclamation costs for proved reserves net of
reclamation trust funds are estimated at $210 million and for proved plus probable reserves, at $350 million.

{2) As the Trust and its subsidiaries do not expect to pay any income taxes other than large corporations tax in the

foreseeable future, the calculation of the future net revenues pre and post tax are the same amount.

The Trust’s produces only one product type group, namely synthetic crude oil which is produced
by Syncrude and operated by Syncrude Canada Ltd. The Syncrude operation is located near
Fort McMurray, Alberta, Canada.

Item 2.3 Disclosure re: Subsidiary Ownership

Pursuant to an order of the Canadian Securities Administrators, the Trust has
disclosed its reserves based on the aggregate 35.49% working interest of its subsidiaries in the
Syncrude. As of the date hereof, the Corporation a 31.74% working interest (or 89.4% of the
total reserves reported) and Canadian Oil Sands Commercial Trust, through its 75% ownership
of Canadian Qil Sands Limited Partnership, holds 3.75% working interest (or 10.6% of the total
reserves reported).

The Corporation has been granted an exemption from the annual filing obligation
stipulated by National Instrument 51-101, separately from the Trust. The Corporation is
exempted from its annual filing obligation pursuant to National Instrument 51-101, separately
from the Trust.

PART 3 PRICING ASSUMPTIONS
Item 3.1 Constant Prices Used in Estimates

The benchmark reference prices (reflecting the posted prices corresponding to
the last day of the Trust's most recent financial year) used in the Constant price analysis are

provided in the table below. The Syncrude plant gate price is expected to correspond to "Light
Sweet Crude Oil at Edmonton” less $0.80 per barrel (e.g. $40.01 per barrel).




DECEMBER 31, 2003 CONSTANT PRICES

Crude Off and Natural Gas Prices

‘Was! Teras tight. Sweet Bow River
Intesmediata Brent Blend Cruda Cil Crude Ol Heavy Crede O tedium Cruda Cil Alberta Natural Gas Liquids
Crude Oft at Cruge Ol 40 AR, 0.3%S) Stream Quaiity Proxy (12 AP)) (20 APY, 2.0%8) — {Insnmumm
Cushing Okiahos FOE Noth Sea &t Edmonton at Hardisty a1 Hartisty a Cromer Edmonton
Exchangs Then Then Than Then Than Then Spec Edrmanton Edmonton  Pentanes
Inflatron Rate Currant Curraht Current Gument Cusront Current Ethane Propane Butane Plss
$US/Hbl $Cdn/bt Canbbl $Cdn/bbl $Carvhl

1993 18 0.7750

1964 0.2 0.7300 17.18 1682 n2 15.02 19.30

1995 22 0720 1839 17.04 2423 20.80 17.28 2168 na 1390 1379 2441

1996 AR 0.7334 2189 2043 2939 2543 2006 .10 na 23 1715 3008
1997 16 ©¢.7224 20.61 19.48 27.85 PARYS 1441 2372 ra 1862 18.73 30891
1988 09 08723 14.42 1283 2038 1464 9.45 1695 na 1115 12.44 2183
1999 17 0.6750 19.28 17.81 2789 2384 19.67 2542 rfa 15.89 1870 7.7
2000 27 0.6740 30.22 2838 44,56 35.28 27.34 39.91 na 3218 3560 46.31
2001 26 0.8448 25.97 2437 39.40 2770 16.94 3158 na 3185 3147 4248
2002 22 0.6376 26.08 248 2033 3183 26.57 3648 nia 21.3%9 27.08 4073

2003 (2) 28 0.7213 2056 20.00 43,51 3201 01 37.28 na 3201 3401 240
2004 0o 0.7738 3252 31.02 40.31 29.81 3.1 481 19.50 2981 31.8% atn

Constant Thereafer

Natural Gas and Sulphur

US Guif Grast Gas Midwast E _f__mwm Plam GAlS e ————= #mummMamML_ ____Bash Columbla__ Alberta

Price @ Henry Hub Prite @ Chicago AECO-C Spot Spot Sulphur Sulphur
Then Then Then Then CanWest Spat FOB at Plart
Current Currant Cusrent ARP Aggregator Alliance SaskEnergy Spot Sumas Spat  Plant Gate Plart Gate  Vancouwer ~ Gate

SUSITMBY Simnenoty Sinnbtu Simmbtu $irmbty Simmbty susT  sceniT

1993 241 1.48 207

1984 1.94 21 138 1.88 na 188 +.87 158 1.81 1.87 244.96 16.57

1985 1.70 199 115 102 131 nia nla 135 0.98 103 129 112 5490 007

1906 252 273 139 128 163 ni3 nfa 1.52 1.28 1.32 1.50 147 36.28 14.44

1987 247 275 1.84 189 186 nia na 184 174 170 1.80 198 3475 1450

1938 2.1% pXol 203 1.88 164 s nia 208 213 180 1.54 200 2453 .51
1998 232 24 292 275 248 na nia 283 287 215 .8 2718 33.74 699
2000 433 438 5.08 4.82 4,50 4.60 nfa 379 516 417 5.27 4.88 38.14 1359
2001 405 417 821 6.07 541 £30 561 671 6.20 45 6.76 829 1829 -14.66
2002 336 330 4.04 388 388 383 3.82 404 408 268 384 383 29.38 3.04

2003 {e} 543 5.46 866 6,49 £.32 585 6.83 .80 6.68 466 569 8.32 59.8t 0.0
2004 5877 588 8.09 583 573 5.43 5.83 5.88 3398 SAS 543 574 59.50 35.00

Constant Thereafter

Unilgss otherwise staled, the gas price refarence point is the racaipt point on the appiicable provincis! g8 transmission system known &s the piant gate.
Tha plant gets prico reprosants the prics Dpeofore raw gBs gatharng and processing chergas are deducied.
Spot refersto waightad avarage one month price.

Note: These piices ara actual posted prces 2t the referenced date; other referance pricas e derived based on gstimated price offsats.




item 3.2 Forecast Prices Used in Estimates
The forecast reference prices used in preparing Canadian Oil Sands’ reserves

data are provided in the below table. The Syncrude plant gate price is expected to correspond
to "Light Sweet Crude Oil at Edmonton" less $0.80 per barrel (e.g. $43.95 in 2004).

Crudo Ol and Natural Gas Liquids

Wast Toxas Light, Sweat
Banik of Intermediata Brant Bland Crude Ot Bow River Cruds Qif Heavy Crude Off Madium Crude Ol Afbarta Naturel Gas Liquids
Canada Crude Ofl at Cruda Qff (40 AP1, 0.3%S8) Stream Quaflty Proxy (12 API} {29 APL, 2.0%S) {Then Current Doflars)
Average Noon Cushing OXlahoma FOB North Sea at Edmonton at Mardisty 8t Hardisty at Cromer Edmonten
Exchanga Canstant Then Constant  Then Constart ~ Then  Constant  Then Constant  Thaen Constant Then Spac  Edmonton Edmonton Pentanes
Infiation Rats 2004 5 Cument 20045 Cument  2004% Curent 20043  Current 20045 Cument 2004§ Curent Ethane Propane  Butane Plus
Yaer % 3USARCdn SUS/E SusHbt SUS/Hb $US/b!  $Cdnbbi  SCdnbbl  $Cdadbi $Cdnbhi $Cdndbl  $Cdnbbl  $Cdrvbbl  $Cdn/bbi_ SCdivbhi_ $Cdnbbl $Cdnbbt  SCanvbbl
1983 18 0.775 2.5 1846 2081 17.03 26.81 21.94 20.44 16.73 16.20 13.26 21.49 17.68 na 1410 13.64 2117
1994 02 0732 2062 17.18 18.8% 1582 %87 222 22147 1847 18.03 1502 2317 19.30 na 12,53 13.45 2169
1995 22 0.729 2203 18.39 2041 17.04 29.03 2423 24.92 20,80 2070 17.28 2598 2169 na 13.90 1378 2411
1996 18 0733 25.78 2199 23.85 2043 34.46 2938 2947 2513 23.52 2008 3060 26.10 na 22.3t 17.18 30.06
1887 16 0722 23.78 2081 22.14 18.18 32.14 27.85 2443 2147 16.63 1441 2737 23.72 L] 18.62 t8.73 3081
1998 08 0.675 16.38 1442 14.57 12.83 213 20.36 1683 14.64 10.73 945 1826 1685 na 11.18 12.44 2183
1899 1.7 0673 a.72 1828 2008 1781 3117 2769 26.84 23.84 2214 1967 2862 2542 nia 15.89 18.70 7.7
2000 27 0873 3345 30.22 3138 2835 49.33 4458 39.02 3525 30.26 27.34 44.18 38.91 wa 32.18 35.60 48,31
2001 28 0.846 27.99 2587 26.27 2437 42.47 3840 29.86 27.70 18.28 16.94 34.02 3156 na 3188 31.17 42,48
2002 22 0837 27.40 26.08 2625 2493 42.37 40.33 3344 31.83 781 2657 3r.27 3548 nfa 2138 27.08 40.73
2003 28 ¢.721 31.93 3107 29.74 2892 44,88 43.68 3.0 3211 .9 26.26 3860 3755 nfa 3z.14 3436 44.23
2004 Q14{0) 1.5 0757 34.50 3450 33.00 3300 44.50 44,50 3425 3426 28,00 28.00 40.50 40,50 nfa 33.50 35.50 45.00
2004 Q2 1.5 0750 36.00 36.00 34,50 34.50 47.28 47.25 75 3775 375 3176 43.75 43.75 22,00 3825 39.25 47,75
2004 Q3 1.5 0750 34.00 34.00 3250 32.50 44.5¢ 44,50 3525 3526 28.50 28.50 41.00 41.00 22.28 3350 36.50 45.00
2004 Q4 1.5 0.750 32.75 3275 3125 31.26 43.00 43.00 32.50 32.50 26.25 26.25 39.00 38.00 23.25 32.00 35.00 43.50
2004 Full Year 15 0.750 34.25 34.25 3278 3275 44.78 475 3500 35,00 28.00 29.00 41.00 41.00 2250 375 36.75 45.25
2004 Q2-Q4 0.0 0.750 34.25 34.25 3275 3275 44.78 4475 35.00 35.00 28.00 29.00 41.00 41.00 2250 33.75 38,75 4525
2005 15 0.75¢ 28.50 29.00 27.00 780 37.28 3775 29.75 30.2 24.75 25.00 3328 3378 18.50 2578 875 38.2§5
2006 1.8 0.750 26.25 2700 2475 2550 34.25 3525 28.00 28.75 23.00 23.75 3025 3125 17.25 23.2% 25.25 3575
2007 16 0.750 2400 25.00 22.50 23.50 31.00 32,50 24.75 28.00 20.00 21.00 2725 28.50 16.50 20.50 22,50 33.00
2008 18 0750 23.50 2500 22.25 23.50 30.50 32.50 2450 25.00 1975 21.00 26.75 28,50 16.50 20.50 2250 33.00
2009 .5 0750 23.25 25.00 2175 23.50 30.25 3J2.50 2425 26.00 18.50 2100 2650 28.5¢ 16.50 20.5¢ 22.50 33.00
2010 15 0.750 23.25 2550 22,00 24.00 0.2 33.00 24.2% 28.50 19.75 21,50 26.50 28.00 17.00 21.00 23.00 33.50
2011 15 0.750 23.25 25.78 2175 2425 30.25 33.50 2425 27.00 16.75 22.00 2650 29.50 1726 21.50 2.5 34.00
2012 15 0,750 23.25 26.25 22.00 2475 30.25 34.00 2450 27.80 20.00 2250 26.75 30.00 17.50 2178 24.00 34.50
2013 1.5 ¢.750 2225 28.50 2175 25.00 30.25 34.50 24,50 28.00 20.00 23.00 26.75 30.50 18.00 22.00 24.50 35.00
2014 1.5 0.750 23.25 27.00 2200 25.50 30.25 3s.00 24.50 28.50 20.25 23,50 26.75 3100 18.00 22.50 2475 35.50
2015+ 15 Q750 23.2% +1.5%/yr 2200 +1.5%Ar 3025 +15%yr 2450  +1.5%Myr 2025 +1.6%4yr 2675 +1.5%iyr Escatate at 1.5 % pef year
Natural Gas and Suiphur
U3 Guf Coast Gas Midwes) Alberta Plant Gate Sasatchewan Plant Gatp British Columbia Albsrta
. .. .Price@HenryHub  Price @ Chicago AECO-C Spot Spat Sulphur  Sulphur
Constant Then Than Than Constant  Then CanWest.  Spot FOB at Plant
20048 Current Cuwrent Current 2004§  Current ARP  Aggregator Allancs SaskEnargy  Spot  Sumas Spot Plant Gate Plant Gate Vancouver  Gate
Yoar SUSImmbly _ SUSmmbiu SUSImmbny $Con/mpbly __ Sftmmbiy mmbty  Smmbty $/mmbe Smmbty___ Smebty SUS/mmbty  Smmby  Simmew  SUSILT  $CAVLT
1983 2.58 211 231 225 284 216 171 nia na 148 207 189 173 2.1 3022 -9.68
1884 23 1.94 211 188 223 1.86 1.81 nla n/a 188 187 159 1.81 1.87 44.96 16.57
1895 204 1.70 1.69 115 12 102 131 na na 1.38 0.98 103 1.29 142 54.99 30.07
1996 295 2.52 273 139 148 126 163 na na 152 128 132 1.50 147 36.28 1444
1997 285 247 275 184 195 168 186 na nia 1.84 174 1.70 1.80 1.98 34.75 11.50
1988 245 2.16 220 2.03 214 188 194 wa niz 2.05 213 160 1.94 200 24.59 .51
1988 261 232 234 292 3.10 275 248 nia nfa 283 297 215 251 278 33.74 6.83
2000 479 4.33 438 5.08 545 492 4.50 460 na 479 5.16 4147 527 488 38.14 1350
2001 4.27 4.08 417 6.21 6.54 8.07 541 530 §81 571 6.20 456 6.76 6.29 18.29 -14.66
2002 3.83 336 330 404 4.08 3.88 3.8%8 3.83 382 4.04 4.08 258 3.64 3.93 29.38 3.04
2003 585 550 560 6.66 887 649 813 5.88 669 6.40 668 456 571 6.32 59.81 39.63
2004 Q1 (@) 570 570 585 6.85 8.30 6.30 6.20 580 6.30 6.35 8.45 510 5.55 6.25 60.00 35.50
2004 Q2 560 580 565 6.55 630 6.30 8.20 5.80 6.15 6.35 6.45 4.95 5.60 8.15 B7.00 45.00
2004 Q2 570 570 575 8.65 640 840 6.30 6.00 6.20 845 6.55 505 565 825 65.60 43.00
2004 Q4 585 5.85 £.00 8.90 £.65 6.65 B.55 £.20 6.55 6,70 5.80 535 5.85 8.65 80.00 36.50
2004 FullYear 570 5.70 5.80 6.65 8.40 840 8.30 6.00 6.30 &45 6.55 810 568 6.35 63.00 40.50
2004 Q2-Q4 5.70 570 580 870 £.45 6.45 6.35 €.05 6.30 6.50 660 8.30 570 635 €4.00 42.00
2005 475 4,80 500 5.55 .20 5.30 5.25 515 5.30 540 545 4.30 515 530 45.00 16.50
2006 435 4.50 478 520 480 485 495 4.95 495 510 5.10 4.05 4.95 4.95 25.00 16.80
2007 415 435 4.60 5.00 455 475 475 4.75 475 4.80 4.90 3.90 475 475 48.00 18.50
2008 4.10 435 460 5.00 450 475 475 475 475 4.90 4.80 390 475 475 45.00 16.50
2008 405 4.35 460 5.00 445 475 475 4.75 4.75 4.90 4.80 90 4.75 475 46.00 18.00
2010 4.08 4.40 485 510 4.48 485 485 485 4.85 500 5.00 3.95 485 485 47.00 19.00
2011 4.05 4.50 475 520 445 495 495 4.95 4.85 510 510 4.05 485 485 48.00 20.50
2012 4.05 4.55 480 5.25 445 505 508 5.05 5.06 5.20 515 410 5.05 5.6 49.00 22.00
2012 4.05 460 4.90 535 4.50 5.15 §.18 515 5.15 5.30 525 4.20 515 515 50.00¢ 23.50
2014 405 470 495 5.45 450 520 520 520 5.20 535 5.35 4.25 520 520 51.00 25.00
2015+ 405 +1.5%lyr +1.5%/yr +1.8%/yr 4.50 +1.6%yr Escalate at 1.5 % per year +1.5%/fyr

Unless atherwise stated, the gas price reference point is the recsipt point on the applicable provincial gas transmission system known as the plant gats.
The plant gate price represents the price befare raw gas gathering and processing charges are deducted.
Spot refers 1o waighted average one month prics,

This price forecast is the independent evaluator's standard price forecast
effective March 5, 2004,

fn 2003, Canadian Oil Sands received a weighted average price fo $43.65 per
barrel (before transportation, marketing fees and hedging) for its synthetic crude oil.



PART 4 RECONCILIATIONS OF CHANGES IN RESERVES AND FUTURE NET
REVENUE

item 4.1 Reserves Reconciliation
- The following table provides a reconciliation of Canadian Oil Sands’ net reserves

based on forecast prices and costs between this analysis and Canadian Qil Sands’ prior year-
end evaluation:

Synthetic Crude Oil
Net Proved
Net Proved Net Probable Plus Probable
FACTORS (Mbbl) {Mbbt) {Mbbl)
January 1, 2003 614 374 988
Technical Revisions -1 44 43
Acquisitions 384 264 648
Production -24 0 -24
January 1, 2004 973 682 1,655

Reconciliations of reserves in Canada on a company net reserves basis are
more complex than on a company gross reserves basis due to price and rate-sensitive royalties,
which can cause the net company reserves to change without a change in the gross company
reserves. In considering the above reconciliation table, it should be noted that:

(a) the net reserves associated with the opening balance were estimated as
the Trust's prior disclosure only presented working interest reserves for
the total proved reserves category;

(b) the acquisitions of the additional 13.75% interest from EnCana
Corporation were approximated using the December 31, 2003 estimates;
and

(c) the technical revisions are primarily related to the average royalty rate.

ltem 4.2 Future Net Revenue Reconciliation

There is no reconciliation provided since Canadian Oil Sands did not provide
future net revenue calculations last year.

PART 5 ADDITIONAL INFORMATION RELATING TO RESERVES DATA
Item 5.1 Undeveloped Reserves

Proved and probable undeveloped reserves have been estimated in accordance
with procedures and standards contained in the COGE Handbook.



The proved developed producing reserves and production forecast reflect the
current upgrading capacity situation at the Syncrude and limit the reserves to those forecast to
be recovered within the remaining 32 years of the Alberta Energy and Utilities Board (EUB)
approval. Although the center and west pits of Aurora North are not yet on production, reserves
from these pits are classified as proved developed producing since their recovery does not
require a material amount of additional capital.

The proved undeveloped scenario includes capital relating to the upgrader
expansion that is currently in progress (UE1) and the base mine replacement (SWQR) and the
sulphur emissions reduction (SER) projects. These investments will accelerate production,
improve the yield on bitumen and enable all of the reserves associated with Aurora North to be
recovered within the current approval period. Proved reserves were constrained to areas where
Syncrude currently has approvals to mine.

The probable undeveloped reserves are primarily associated with the
development of Aurora South and improvements to both extraction recovery and upgrading
yield. Although Aurora South development plans are continuing to progress, the independent
evaluator has classified recovery from this ore body as probable, given both the lack of a firm
commitment by the Syncrude owners to proceed beyond a Stiage 3 off-ramp scenario and
current expectations of production not occurring until after 2010.

item 5.3 Future Development Costs

See the table below which summarizes capital development costs related to the
recovery of Canadian Oil Sands’ reserves:

Annual Capital Expenditures (MM$) (Constant Prices and Costs)

10%
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Subtotal Remainder Total Discounted

Proved Producing $110  $110 §75 $75 $75 %75 $75 §75  §75 8§75 $75  §V5 3970 $1,347 $2,318 $B0S
Total Proved 1,047 650 214 158 112 103 103 103 103 103 103 103 2,901 1292 4,193 2475

Total Proved Plus Probable $1,029 $632 $173  $140 $147 5302 $422 $422  $250 $255 $154 %80 $4,003 32,112 $6,115 $3,015

Annual Capital Expenditures (MM$) (Forecast Prices and Costs)

10%
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Subtotal Remainder Total Oiscounted

Proved Producing 110 $114 $79 389 382 $84 $85 $86  $87 $89 %90 591  $1.078 $1,896 52974 $932
Total Proved 1,047 670 27 171 123 115 116 118 120 122 124 125 3077 1,763 4,840 2,647

Total Proved Plus Probable $1,028 $651 $183  $151 $161 G337 $477 $484  §291  §301 §$184 598 §4.347 $3,183 §$7,530 $3,289

PART 6 OTHER OIL AND GAS INFORMATION
item 6.3 Forward Contracts

Hedging Activity — The impact of Canadian Oil Sands' hedging activity was
applied as a corporate level adjustment based on actual hedged volumes and prices instead of




the independent evaluator's price forecasts used in property evaluations. The tables below

summarize hedging activity and the resulting gains and losses

Summary of Company Hedging Activity — Constant Pricing

Terms Constant Price
2004 2005 2006 2007 2004 2005 2006 2007
USS Sold Forward Miltion US$ 92 100 60 20 92 100 60 20
Exchange Rate (US$/CS) 0.6650 0.6640  0.6690 0.6920 0.7738 07738 0.7738 0.7738
Thousand C$ 138,346 150,602 89,686 23,902 118,894 129232 77,539 25,846
USS Sold Forward Hedge impact (000S C8) 19,452 21,370 12,147 3,056
USS WTI hedge Volume (Mbbt) 9,125 0 0 0 9,125 0 0 0
Price (US$/bbl) 24.74 32.52
Exchange Rate (US$/C$) N/A 0.7738
Crude Ofl (USS W11) Hedge tmpact (0005 C3) 191,743) 0 D 0
C$ WTI hedge Volume (Mbbl) 5,110 1] 0 0 5110 0 0 0
Price (C$/bbl) 38.65 42,03
Crude O (CS W11) Hedge impact (0008 C8) 07,.272) 0 0 )
Total Hedging (0005 C3) (89,565) 21,370 12,147 3,056
item 6.4 Additional Information Concerning Abandonment and Reclamation Costs

No aspects of Canadian Oil Sands’ future abandonment and reclamation costs
have been included in the economic forecasts. See note (1) of Sections 2.1 and 2.2.

item 6.5 Tax Horizon

There is no after income tax economic analysis of Canadian Oil Sands since as a
royalty trust, Canadian Oil Sands’ income tax liability is transferred to individual trust unit holders
and therefore no tax is anticipated to be incurred or paid by Canadian Oil Sands other than
Large Corporations Tax.




Item 6.8 Production Estimates

A forecast of Canadian Qil Sands' production in the first year of forecast is
presented below:

Synthetic Crude Qil (million barrels)

Reserves Category Working [nterest After Royalty
Proved developed producing 31 30
Total proved 31 30
Total proved plus probable 32 31

CANADIAN OIL SANDS LIMITED, on its
behalf and as Manager of CANADIAN OIL
SANDS TRUST I

] " /’V/ /ﬁﬂg/\———\/

Marcel R. Coutu Allen R. Hagerman 7
President and Chief Executive Officer Chief Financial Officer

: )

/1/ 2 %/ /l ; ot

At A g / /J’ 3o
Wayne M. Newhouse Wesley~R.(‘[ wiss .~
Director Director

March 12, 2004




Exemption under Rule 12g3-2(b)

.

REPORT ON RESERVES DATA
BY
INDEPENDENT QUALIFIED
RESERVES EVALUATOR

To the board of directors of Canadian Oil Sands Limited (the "Corporation"):

1. We have prepared an evaluation of the subsidiary interests of Canadian Oil Sands Trust
(the “Trust”) as at December 31, 2003. The reserves data consist of the following:

(a () proved and proved plus probable oil and gas reserves estimated as at
December 31, 2003, using forecast prices and costs; and

(1) the related estimated future net revenue; and

b W proved oil and gas reserves estimated as at December 31, 2003, using
constant prices and costs; and

(i1) the related estimated future net revenue.

2. The reserves data are the responsibility of the Corporation’s management. QOur
responsibility is to express an opinion on the reserves data based on our evaluation.

We carried out our evaluation in accordance with standards set out in the Canadian Oil
and Gas Evaluation Handbook (the "COGE Handbook") prepared jointly by the Society
of Petroleum Evaluation Engineers (Calgary Chapter) and the Canadian Institute of
Mining, Metallurgy & Petroleum (Petroleum Society).

3. Those standards require that we plan and perform an evaluation to obtain reasonable
assurance as to whether the reserves data are free of material misstatement. An evaluation
also includes assessing whether the reserves data are in accordance with principles and
definitions in the COGE Handbook.

4. The following table sets forth the estimated future net revenue (before deduction of
income taxes) attributed to proved plus probable reserves, estimated using forecast prices
and costs and calculated using a discount rate of 10 percent, included in the reserves data
of the Trust evaluated by us for the year ended December 31, 2003, and identifies the
respective portions thereof that we have audited, evaluated and reviewed and reported on
to the Corporation’s board of directors:

Location of

Reserves
(Country or
Description and Foreign Net Present Value of Future Net Revenue
Preparation Date of Geographic (before income taxes, 10% discount rate, million dolars)
Evaluation Report Area) Audited Evaluated Reviewed Total
March 9, 2004 Canada 0 $3,948 0 $3,948




S. In our opinion, the reserves data respectively evaluated by us have, in all material
respects, been determined and are in accordance with the COGE Handbook.

6. We have no responsibility to update this evaluation for events and circumstances
occurring after the preparation dates.

7. Because the reserves data are based on judgements regarding future events, actual results
will vary and the variations may be material.

Executed as to our report referred to above:

Gilbert Laustsen Jung Associates Ltd., Calgary, Alberta, Canada Dated: March 9, 2004

ORIGINALLY SIGNED BY

James H. Willmon, P. Eng.
Vice-President



Exemption under Rule 12g3-2(b)

FORM 51-101F3 O torr
REPORT OF MR oy . -
MANAGEMENT AND DIRECTORS “ 7o
ON RESERVES DATA AND OTHER INFORMATION /

Terms to which a meaning is ascribed in NI 57-107 have the same meaning in this form.
This report is also made in accordance with the terms of an order dated March 12, 2004
issued under the Mutual Reliance Review System.

Management of Canadian Oil Sands Limited ("COSL"), as manager of Canadian Oil
Sands Trust (the "Trust") is responsible for the preparation and disclosure of information
with respect to the oil and gas activities in accordance with securities regulatory
requirements of the Trust and of COSL. This information includes reserves data, which
consist of the following:

(@) (i) proved and proved plus probable oil and gas reserves estimated as at
December 31, 2003 using forecast prices and costs; and

(i the related estimated future net revenues; and

(b) (i) proved oil and gas reserves estimated as at December 31, 2003 using
constant prices and costs; and

(i) the related estimated future net revenues.

An independent qualified reserves evaluator evaluated and reviewed the Trust's
reserves data. The report of the independent qualified reserves evaluator is presented
will be filed with securities regulatory authorities concurrently with this report.

The Audit Committee of the Board of directors of COSL, acting as the reserves
committee of the Board of Directors has:

(a) reviewed the procedures for providing information to the independent qualified
reserves evaluator;

(b) met with the independent qualified reserves evaluator to determine whether any
restrictions affected the ability of the independent qualified reserves evaluator to
report without reservation on the reserves; and

(c) reviewed the reserves data with management and the independent qualified
reserves evaluator.

The Audit Committee of the Board of directors has reviewed the procedures for
assembling and reporting other information associated with oil and gas activities and has
reviewed that information with the management. The Board of directors has, on the
recommendation of the Audit Committee, approved:

(a) the content and filing with securities regulatory authorities of the reserves data
and other oil and gas information,;




(b) the filing of the report of the independent qualified reserves evaluator on the

reserves data; and

(c) the content and filing of this report.

Because the reserves data are based on judgements regarding future events, actual
results will vary and the variations may be material.

CANADIAN OIL SANDS LIMITED, on its
behalf and as Manager of CANADIAN OIL
SANDS TRUST

[
Com 5\

i ,‘iff;”'y -~ B

Marcel R. Coutu
President and Chief Executive Officer

L i Ll

Wayne M. Newhouse
Director

March 12, 2004
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Exemption under Rule 12g3-2(b)

‘ NEWS RELEASE
For immediate release

Canadian Qil Sands

Canadian Oil Sands Trust releases 2003 year-end reserves information

Calgary, March 23, 2004 (TSX -- COS.UN) — Canadian Oil Sands Trust (“Canadian Oil
Sands” or the “Trust”) today announces that it filed its 2003 year-end reserves
information, which show no significant revisions from prior disclosure.

Based on an independent reserves evaluation by Gilbert Laustsen Jung Associates Ltd.
effective December 31, 2003 and prepared in accordance with National Instrument (“NI”)
51-101, Canadian Oil Sands has proved reserves of 1,070 million barrels of Syncrude
Sweet Blend and total proved plus probable reserves of 1,849 million barrels of Syncrude
Sweet Blend. A copy of the reserve report filed by the Trust is available on SEDAR at
www.sedar.com under the company profile for the Trust.

The Trust’s proved reserves represent a reserve life of approximately 35 years based on
the Trust’s 2004 annual production outlook of 30.5 million barrels. This reserve life
extends to almost 60 years when the probable reserves are included. Proved developed
producing reserves represent 52 per cent of proved plus probable reserves while total
proved reserves account for 58 per cent of proved plus probable reserves. The proved
reserves include the Aurora North mine, which is also inclusive of the Stage 3 expansion.

The Trust, through its two wholly-owned subsidiaries, holds a 35.49 per cent interest in
the Syncrude Project, of which 89.4 per cent of the interest is held by its main subsidiary,
Canadian Oil Sands Limited, and 10.6 per cent is held through another subsidiary. These
subsidiaries have an exemption from the requirement to file information annually under
NI 51-101 separately from the Trust.

Canadian Oil Sands Trust is an open-ended investment trust that generates income from
its 35.49 per cent working interest in the Syncrude Joint Venture. Syncrude is one of the
largest participants in the expanding development of Alberta’s oil sands, a vast resource
that rivals the crude oil reserves of Saudi Arabia. The Trust’s approximately 87.5 million
units outstanding trade on the Toronto Stock Exchange under the symbol COS.UN. The
Trust is managed by Canadian Oil Sands Limited.



Advisory: in the interest of providing Canadian Oil Sands Trust (“Canadian Oil Sands” or the “Trust”)
unitholders and potential investors with information regarding the Trust, including management’s
assessment of the Trust’s future plans and operations, certain statements throughout this release contain
“forward-looking statements” under applicable securities law. Forward-looking statements in this release
include, but are not limited to, statements with respect to: the expected annual production rate; the amount
of reserves and the reserve life. You are cautioned not to place undue reliance on forward-looking
statements, as there can be no assurance that the plans, intentions or expectations upon which they are
based will occur. By their nature, forward-looking statements involve numerous assumptions, known and
unknown risks and uncertainties, both general and specific, that contribute to the possibility that the
predictions, forecasts, projections and other forward-looking statements will not occur. Although the Trust
believes that the expectations represented by such forward-looking statements are reasonable, there can be
no assurance that such expectations will prove to be correct. Some of the risks and other factors which
could cause results to differ materially from those expressed in the forward-looking statements contained in
this release include, but are not limited to: general economic, business and market conditions,; commodity
prices; the ability for Syncrude to complete the Stage 3 expansion within the anticipated cost range; and
such other risks and uncertainties described from time to time in the reports and filings made with
securities regulatory authorities by the Trust. You are cautioned that the foregoing list of important factors
is not exhaustive. Furthermore, the forward-looking statements contained in this release are made as of
the date of this release, and the Trust does not undertake any obligation to update publicly or to revise any
of the included forward-looking statements, whether as a result of new information, future events or
otherwise. The forward-looking statements contained in this release are expressly qualified by this
cautionary statement.
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